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THE  CRISIS  OF  1920  IN  THE  UNITfilX'STATES : 
A  QUANTITATIVE  SURVEY  ;    • . 

By  Wabuen  M.  Persons  '•' V' 

Harvard  Ufdversity 

In  November,  1918,  our  industries  were  straining  to  meet  war 
demands;  the  government  was  regulating  foreign  trade,  building 
ships,  running  the  railroads,  and  issuing  bonds;  and  conunodifj'' 
prices  had  reached  a  level  more  than  twice  that  of  1913.  Upon* 
the  ending  of  the  war  many  careful  observers  predicted  a  collapse 
of  prices  and  disorganization  of  industry.  During  the  first  three 
or  four  months  after  the  Armistice  security  prices  did  recede 
somewhat,  commodity  prices  fell  about  6  per  cent  on  the  average, 
and  business  was  dull,  but  there  was  not  a  collapse.  In  the  spring 
of  1919  an  enormous  foreign  demand  for  goods  and  post-war 
buying  of  our  own  population  combined  to  start  an  unprecedented 
rise  of  commodity  prices  and  a  tremendous  upswing  in  business 
activity.  The  rising  tide  of  business  in  1919  was  first  preceded 
and  then  accompanied  by  rising  stock  prices.  The  expansion  of 
business  and  the  increase  of  prices  were  facilitated  by  low  money 
rates.  The  continuance  of  low  commercial  rates  throughout  1919 
was  made  possible,  directly,  by  the  policy  of  the  Federal  Reserve 
Board  in  holding  rediscount  rates  on  a  level  with  the  rate  on 
Liberty  bonds  and,  indirectly,  by  the  financial  requirements  of  the 
government  which  dictated  this  policy. 

In  November,  1919,  following  six  months  of  rapidly  expanding 
business,  the  federal  reserve  banks  increased  the  rediscount  rates 
slightly.  The  change  in  rates  was  significant  not  in  itself  but 
because  it  indicated  a  change  of  federal  reserve  policy.  The  only 
immediate  effect  of  the  rates  was  a  break  in  security  prices,  a 
break  inaugurating  a  bear  market  which  was  to  continue  through 
1920  and  the  first  half  of  1921. 

During  the  autumn  and  winter  of  1919-20  business  expansion 
continued  at  a  feverish  pace  and  commodity  prices  increased 
month  after  month  at  an  unprecedented  rate.  It  was  not  until 
May,  1920,  when  the  index  of  the  Bureau  of  Labor  Statistics 
reached  272,  that  the  upward  movement  was  checked  and  a  down- 
ward swing  definitely  inaugurated.  Meanwhile  the  federal  reserve 
banks  had  increased  the  rediscount  rates  bit  by  bit  until  the  maxi- 
mum rate  of  7  per  cent  was  attained  in  June. 
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The  crisis  of -JldZO,  like  every  other  crisis,  caught  the  great 
majority  otj^kness  men  unprepared.     Purchasers  were  doubling 
and  trebling .9yder8  with  the  object  of  securing  deliveries  of  the 
normal  jipi6trnts,  sellers  were  boosting  prices,  expanding  opera- 
tions, aMl*  enlarging  inventories.     Salesmen  in  nearly  all  lines 
were'OQnfident  that  flush  times  would  continue  indefinitely.     The 
sta*{eigo£nt  of  a  clothing  manufacturer  made  late  in  May  is  quite 
.X^ibeil  of  the  general  attitude  of  the  time.     He  said  '^price  cut- 
•  .^  ttng  in  clothing  is  mistaken  and  nothing  short  of  a  nation-wide 
,\  V  cataclysm  could  prevent  prices  next  autumn  averaging  30  per 
'/'V*    cent  above  those  of  spring,**  and  that  ^^ncreased  production  alone 
can  bring  down  costs  and  retail  selling  must  be  governed  by 
initial  costs."     The  cataclysm  came — and  with  it  the  adjustment 
of  costs  to  selling  prices  instead  of  selling  prices  to  costs. 

Wholesale  Peices 

The  prices  of  cattle,  hides,  pork,  and  cottonseed  oil  culminated 
in  the  autumn  of  1919,  and  the  price  of  silk  in  New  York  began  to 
decline  in  January,  1920.  Corn,  cotton,  sugar,  and  wheat  turn- 
ed downward  in  April  and  May,  textiles  began  their  decline  in 
June,  while  iron,  steel,  and  bituminous  coal  did  not  culminate  until 
late  in  the  year.  The  decline  in  general  commodity  prices  during 
the  thirteen  months  ending  with  June,  1921,  was  sharpened  beyond 
all  precedent.  The  situation  is  shown  by  Chart  1.  The  index 
of  the  Bureau  of  Labor  Statistics  fell  from  272  to  148,  or  46  per 
cent ;  Bradstreet's  fell  from  $20.87  to  $10.62  or  49  per  cent ;  while 
the  index  based  upon  ten  leading  commodities,  chosen  because 
they  are  varied  in  nature,  important  in  industry  and  unusually 
sensitive  in  price,  fell  from  277  to  107,  or  61  per  cent.  The 
drastic  decline  in  commodity  prices  revealed  by  these  figures 
means  that  the  business  houses  and  banks  of  this  country  have 
been  subject  to  great  financial  strain.  Although  there  was  no 
breakdown  in  credit,  the  drastic  fall  of  commodity  prices  caused 
the  failure  of  a  large  number  of  business  concerns  and  forced 
others  into  the  hands  of  their  bankers. 

Another  index  that  shows  what  happened  to  one  class  of  prices 
in  1920  is  the  Aberthaw  index  of  building  costs.  The  cost  of 
constructing  a  standard  reinforced  concrete  factory  building  on 
July  1,  1920,  relative  to  the  cost  in  1914  was  266.  Since  that 
date  there  has  been  a  steady  decline  to  163  on  December  1,  1921. 
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Chart  L— The  (A)  Ten  Commodity  Price  Index  of  BttslneM  Cydei  Compared  with  the  (B) 
Price  Index  of  the  United  States  Biixean  of  Labor  Statistics  for  All  Commodities  and  with  (C) 
Biadstzcet's  General  Index  of  Commodity  Prices.  Monthly.  1914-21. 

{/ktuafjor  igis^ioo) 


8  American  Economic  Association 

In  other  words,  the  decline  in  the  actual  cost  of  building  from  the 
high  point  of  1920  is  about  the  same  as  that  in  general  wholesale 
prices. 

The  price  relationships  among  various  commodities  and  groups 
of  conmiodities  are  now,  after  the  price  upheaval  accompanying 
the  war  and  the  drastic  declines  of  1920-21,  strikingly  different 
from  those  of  1913  and  other  pre-war  years.  Grain,  live  stock, 
meat  products,  hides,  leather,  and  metals  are  relatively  cheap 
compared  with  textiles,  coal,  and  building  materials.  This  dis- 
location seriously  curtails  the  purchasing  power  of  important 
groups  of  consumers. 

Unusual  or  abnormal  as  the  present  situation  seems  on  the 
surface,  similar  situations  have,  nevertheless,  been  recurrent  in 
the  past.  The  price  situation  of  the  present  period  of  business 
depression  differs  from  that  of  similar  periods  of  the  past  in 
degree  rather  than  in  kind,  while  the  relatively  low  price  at 
present  of  many  raw  materials  and  of  other  articles  used  in  pro- 
duction is  a  favorable  circumstance  for  manufacturing  activity. 

Two  types  of  changes  are  always  taking  place  in  the  price 
movement  of  individual  commodities.  The  first  is  the  long-time 
change,  which  means  that  a  single  commodity  is  becoming  cheaper 
or  dearer  during  a  number  of  years.  The  long-time  trends  of  the 
prices  of  different  commodities  differ  greatly;  some  tend  to  rise 
rapidly,  others  slowly,  some  to  decrease.  The  result  of  these 
differences,  over  a  number  of  years,  fs  to  change  radically  price 
relationships ;  certain  commodities,  for  instance,  growing  dearer, 
command  in  exchange  larger  and  larger  amounts  of  those  growing 
cheaper. 

The  second  type  of  change  is  the  fluctuation  accompanying 
the  business  cycle,  that  is,  low  prices  for  most  commodities  in 
times  of  depression,  and  high  prices  in  times  of  prosperity.  This, 
likewise,  affects  commodities  unequally;  certain  of  them  fluctuate 
violently,  others  only  slightly,  from  times  of  prosperity  to  times 
of  depression.  Like  depressions  of  the  past,  today's  depression 
has  created  great  disparities  in  commodity  price  relationships 
when  compared  with  those  of  a  period  of  business  expansion. 
Thus,  many  raw  materials  are  relatively  cheap  compared  with 
finished  products ;  whereas  during  the  months  of  prosperity  pre- 
ceding the  crisis  of  1920  the  reverse  relationship  generally  ob- 
tained. 

The  extent  of  the  price  decline  which  occurred  in  1920-21  was 
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unparalleled;  the  irregularity  of  the  decline,  however,  in  which 
certain  basic  commodities  reached  very  much  lower  points  than 
did  commodities  in  general,  is  ^^normal"  for  a  period  of  business 
recession.  Only  the  degree  of  the  irregularity  is  unusual.  The 
price  situation  in  which  we  now  find  ourselves  in  1921,  therefore, 
is  not  unprecedented.  Rather,  it  is  a  situation  to  be  expected  in 
the  present  phase  of  the  business  cycle.  Price  changes  are  in 
prospect,  as  they  always  are  in  prospect ;  it  is  probable  that  the 
prices  of  certain  groups  of  commodities  will  advance  very  much 
more  than  will  the  prices  of  other  groups,  as  always  occurs  when 
business  is  rising  from  the  trough  of  depression.  Our  analysis 
leads  us  to  the  conclusion,  consequently,  that  although  many 
considerable  price  changes  have  occurred  and  others  are  in  pros- 
pect, the  present  maladjustment  of  prices  is  merely  the  result 
of  a  somewhat  greater  disturbance  than  is  usual  in  the  present 
phase  of  the  business  cycle.' 

Wages  and  Cost  of  Livino 

During  1919-20  wage  rates  increased  as  promptly  and  largely 
as  the  cost  of  living.  Between  May,  1919,  and  May,  1920,  the 
rates  of  union  wages  per  hour  increased  from  155  to  199,  relative 
to  rates  in  May,  1913,  as  100 ;  the  rates  of  wages  per  full  time 
week  increased  from  148  to  189.'  During  the  same  interval  the 
retail  prices  of  22  articles  of  food  increased  from  185  to  215 
relative  to  the  average  for  1918  as  100.'  The  cost  of  living 
figures  compiled  by  the  United  States  Bureau  of  Labor  Statistics 
increased  from  177  in  June  1919,  to  217  in  June,  1920.*  That 
is  to  say,  during  the  year  of  expansion  from  the  spring  of  1919 
to  the  spring  of  1920  union  wage  rates  increased  nearly  80  per 
cent,  retail  food  prices  16  per  cent,  and  the  cost  of  living  about 
23  per  cent. 

In  September,  1921,  (the  last  month  for  which  figures  are  avail- 
able at  this  writing)  the  Bureau's  index  of  the  cost  of  living  in 
the  United  States  was  precisely  the  same  as  that  of  June,  1919, 
namely  177.'  Among  the  five  items  of  the  budget  (food,  clothing, 
housing,  fuel  and  light,  furniture  and  furnishings,  and  miscella- 

^Speeial  Letter  (November  8,  1921)  of  the  Harvard  University  Committee 
on  Economic  Research  on  The  Commodity-  Price  Sitaation,**  pp.  1  and  7. 
VonMp  Labor  Befoitfw,  March  1921»  p.  S4. 
•Ibid.,  February  1921,  p.  21. 


*lbid.,  p.  61. 


ovember  1921,  p.  88« 
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neous)  food  shows  the  greatest  decline  from  the  peak  of  June, 
1920,  now  being  53  per  cent  above  the  figure  for  December,  1914. 
Housing,  fuel  and  light,  and  miscellaneous  items  have  been  stable 
for  the  past  year  while  food,  clothing,  and  furniture  have  declined 
in  price.  The  retail  prices  of  food  declined  from  the  maximum 
of  219  in  June,  1920,  to  the  minimum  of  144  in  June,  1921,  a 
figure  slightly  below  the  average  (146)  for  1917,  representing  a 
decrease  from  the  peak  of  nearly  35  per  cent. 

The  index  of  union  wage  rates  per  hour  actually  increased 
during  the  year  ending  May,  1921  (see  Table  I).     It  is  probable, 

I. — ^RsLATivK  Ukiok  Waob  Scalbb,  Retail  Puces  of  Food  akd  Cor  of  Lrmro 


1913 


1919 


1920 


1921 


Rates  of  wages  per  hour 

Retail  food  prices. 

Cost  of  living. 


100  (May) 
100  (year) 
100  (year) 


166  (May) 
184  (June) 
177  (June) 


199  (May) 
219  (June) 
217  (June) 


206  (May) 
163  (Sept) 
177  (Sept) 


II. — ^Relative  Cost  of  Livnro  iir  the  Uitited  States 
(Average  for  1918=100) 


June 
1919 

June 
1920 

May 
1921 

Sept. 
1921 

Food 

184.0 
214.6 
114.2 
146.6 
226.1 
173.2 

219.0 
287.6 
134.9 
171.9 
292.7 
201.4 

144.7 
222.6 
169.0 
181.6 
247.7 
208.8 

163.1 

Qothing. 

192.1 

Housing 

160.0 

Fuel  and  light 

180.7 

224.7 

Miscellaneous.  ...,.,,,.,.,.,-- 

207.8 

Total 

177.3 

216.6 

180.4 

177.3 

however,  that  rates  have  declined  since  last  spring,  that  non-union 
rates  have  declined  more  than  union  rates,*  and  that  an  index  of 
general  wage  rates  would  not  be  above  180  at  the  present  time. 
In  other  words  real  wage  rates  are  probably  at  about  their  1918 
level. 

The  Volume  of  Peoduction 

The  total  physical  production  in  1919  in  the  United  States  of 
twelve  leading  crops,  constituting  more  than  four-fifths  of  the 
total  value  of  all  crops,  was  greater  than  for  any  previous  year 

*Ibid.,  p.  71.  The  American  Telephone  and  Telegraph  Co.'s  compilations 
show  a  reduction  in  eaminffs  of  about  25  per  cent  for  the  U.  S.  Bureau's 
figures  and  16  per  cent  for  those  of  the  New  York  Department  of  Labor. 
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except  1915  and  1912/  The  figure  for  the  volume  of  crops  pro- 
duced in  1919  is  109.1  per  cent  of  the  average  for  1909-13.  If 
allowance  be  made  for  growth,  an  estimate  be  made  of  a  ^^normal" 
crop  for  1919,  and  the  actual  production  be  expressed  relative 
to  the  estimated  normal,  we  get  an  ^^ad justed  index"  of  96.5  per 
cent/  In  other  words,  the  physical  volume  of  crops  produced  in 
1919  was  about  3.5  per  cent  below  normal.  In  1920  the  total  phys- 
ical production  of  the  twelve  leading  crops  reached  a  new  high 
record.  The  index  for  that  year  was  119.4  compared  with  the  aver- 

III — AjrartTAZ.  IiniicES  of  the  Phtbigal  Volume  of  PEODTrcnoK 
(Average  for  1909-18=100) 


1918 

1919\ 

1920 

1921 

107 
136 
125 

(Estima 
96 
107 
104 

109 

111 

114 

ted  ''normal 

97 

85 

91 

119 
124 
115 
"-100) 
103 
93 

99 

•Tr  .             

Mining 

Manuwcturc 

AflrV^iturc*  ■•■•■■••T......... 

87 

Mtning t ...... . 

age  for  1909-13  as  100.  The  adjusted  index  was  103.0.  Inl921  the 
unadjusted  index  for  agriculture  was  99.1  and  the  adjusted  index, 
86.5.  During  the  past  three  years,  therefore,  the  crop  output 
was  96.5,  103.0,  and  86.5,  respectively,  of  estimated  normal  for 
those  years.'  In  1921  there  is  a  very  large  corn  crop,  but  the 
leading  cash  crops,  cotton  and  wheat,  are  much  below  estimated 
normal. 

It  is  not  the  output  of  agriculture,  however,  but  of  mining  and 
manufacture  that  changes  with  the  business  cycle.  The  total 
output  of  ten  leading  minerals  in  1919  was  110.8  of  the  average 
production  for  1909-13,  compared  with  the  record  figure  of  135.6 
in  1918.  In  1920  there  was  a  recovery  to  123.9,  a  figure  which 
exceeds  that  of  every  previous  year  except  the  three  war  years 
1916,  1917,  and  1918.  Compared  with  estimated  normal  the 
production  of  1919  and  1920,  respectively,  was  85.2  per  cent 
and  98.2  per  cent.  In  the  upward  swing  of  1919-20  the  produc- 
tion of  minerals  in  general  did  not  reach  maximum  until  the 

*See  an  '^ndez  of  the  Physical  Volume  of  Production,"  E.  E.  Day»  Rtvimo 
of  Beamomie  StatUties,  September  1920,  p.  10. 

'Ibid.,  p.  U. 

*See  the  BevUm  of  Beonomic  Statistic  for  February  1921,  pp.  87-89,  for 
cstfanates  of  the  volume  production  for  1920. 
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second  half  of  1920.  Since  the  autumn  of  1920  the  monthly 
production  of  coal,  iron,  copper,  and  other  minerals  has  declined 
greatly.  The  production  in  the  first  ten  months  of  1921  of  the 
most  important  minerals,  bituminous  coal  and  pig  iron,  constitut- 
ing together  more  than  half  of  the  value  of  all  minerals  included 


2  3    4^  S   6    7   C   8  10 
1919 


9    6    7    Q    9   10  II  12    I 

1920 


234^9670910  II  12 
1921 


Chart  II.— The  Index  of  the  Volume  of  Manufacture  for  Eight  Industrial  Groups  Combinedl 
(iron  and  steel,  lumber,  paper,  petroleum,  textfles,  leather,  food  and  tobacco).  Monthly,  1919-21. 

in  the  index,  was  86  per  cent  and  63  per  cent,  respectively,  of  the 
production  for  the  first  ten  months  of  1919.  The  mineral  output 
of  the  United  States  in  1921,  therefore,  will  probably  reach  a  new 
low  record  relative  to  estimated  normal. 

Much  more  significant  than  annual  indices  of  the  volume  of 
manufacture  are  the  monthly  indices  which  have  been  constructed 
by  Professor  E.  E.  Day.  Chart  II  shows  his  combined  index  based 
upon  figures  for  the  iron  and  steel,  lumber,  paper,  petroleum, 
textile,  leather,  food,  and  tobacco  industries. 

*^he  index  discloses  clearly  the  extent,  as  well  as  the  timing,  of 
the  fluctuations  of  manufacturing  output  since  January,  1919. 
The  slump  following  the  Armistice  reduced  production  nearly  15 
per  cent  below  the  1919  average.     The  succeeding  boom  carried 
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it  18  per  cent  above  this  average.  The  depression  of  recent 
months  has  been  a  more  extreme  movement.  From  January  to 
June,  production  ran  consistently  between  20  and  25  per  cent 
below  the  1919  average  and  in  July  it  touched  the  lowest  point 
recorded,  of  31.6  per  cent  below."** 

Examination  of  the  figures  for  the  individual  groups  shows 
that  there  are  differences  in  the  timing  of  the  significant  move- 
ments of  the  production  of  various  industries.  ^*Thus  the  leather 
group  was  the  first  to  experience  the  larger  cyclical  reaction  after 
passing  the  post-armistice  sag.  As  early  as  November-Decem- 
ber, 1919,  production  in  this  group  was  receding.  The  food 
group  followed  suit  almost  immediately.  Textiles  broke  in  May. 
Upon  the  other  hand,  the  most  important  group  of  all,  iron  and 
steel,  after  a  temporary  relapse  in  April,  ran  production  upon  a 
high  level  until  October,  1920.  The  paper  group  likewise  suffer- 
ed no  marked  decline  until  November.  And  the  petroleum  trade 
did  not  show  weakness  until  mid-winter." 

^Similar  differences  appear  in  the  periods  at  which  the  several 
groups  of  industries  reached  and  passed  the  trough  of  the  prevail- 
ing depression.  The  textile,  lumber,  leather,  and  tobacco  groups 
apparently  touched  bottom  between  last  December  and  February. 
All  of  these  except  leather  have  since  returned  nearly,  if  not  fully, 
to  the  average  level  of  1919.  The  petroleum  trade  showed  pro- 
duction well  above  the  1919  average  even  after  its  mid-winter 
weakness.  Only  iron  and  steel  and  paper,  the  last  two  to  decline, 
failed  to  turn  the  corner  toward  recovery  during  the  first  six 
months  of  the  year."" 

Comparison  of  prices  and  production  of  commodities  in  1919- 
21  shows  agreement  in  the  general  movements  of  the  two.  Prices 
and  production  rose  to  a  maximum  in  the  spring  of  1920.  Exor- 
bitant prices,  maximum  unfilled  orders,  and  the  cry  of  'Sinder^ 
production"  were  leading  features  of  the  situation  immediately 
preceding  the  crisis.  Then  the  market  broke,  orders  were  can- 
celled, stocks  accumulated  and  both  prices  and  production  fell 
precipitately  to  a  minimum  in  the  spring  of  1921.  In  the  autumn 
of  1921  the  volume  of  manufacture  increased,  but  to  a  point  20 
per  cent  below  the  1919  average. 

The  figures  for  the  average  volume  of  manufacture  during  the 

*8p0cial  Letter  of  the  Harvard  University  Committee  on  Economic  Re- 
search for  September  28,  p.  8. 
"/6W,  pp.  4-6. 
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first  nine  months  of  1921  and  1920,  relative  to  the  volume  for 
the  corresponding  period  in  1919  as  100,  are  80  and  111,  respect- 
ively." For  manufacture,  as  for  mining,  it  is  probable  that  the 
complete  figures  for  1921  will  show  output  relative  to  estimated 
normal  at  a  new  low  record.  The  monthly  figures  up  to  October 
indicate,  however,  that  after  a  sidewise  movement  in  the  summer 
of  1921  both  prices  and  production  are  now  showing  an  unmis- 
takable though  halting  tendency  to  rise  from  the  depths  of  de- 
pression. 

The  Volume  of  Domestic  and  Foeeion  Teade 

The  dollar  value  of  domestic  trade  for  the  first  eleven  months 
of  1921,  as  revealed  by  bank  clearings  of  190  cities  excluding 
New  York  City,  shows  decreases  of  22  per  cent  and  10  per  cent, 
compared  with  the  corresponding  periods  of  1920  and  1919, 
respectively."  This  decline  in  1921  is  of  course  primarily  the 
result  of  the  collapse  of  prices.  Much  more  significant  than  the 
change  in  the  value  of  domestic  trade  is  the  change  in  physical 
volume.  An  index  of  the  physical  volume  of  goods  moving  is 
available  in  the  figures  for  freight  car  loadings.  In  1921  the 
shipments  of  grain  and  grain  products,  merchandise,  and  *^ess 
than  carload  lots"  are  greater  than  in  1920  while  the  shipments 
of  coal,  coke,  and  forest  products  are  very  much  less  than  in  1920. 
The  numbers  of  freight  cars  loaded  during  the  first  48  weeks  of 
1921,  1920,  and  1919,  are,  respectively,  37,200,000,  43,000,000, 
and  39,500,000.  That  is,  freight-car  loadings  for  the  first  eleven 
months  of  1921  and  1920  are  94  and  109  per  cent,  respectively, 
of  those  for  the  corresponding  period  of  1919.  Comparing  these 
indices  of  the  volume  of  freight  moved  with  the  indices  of  the 
volume  of  manufacture,  quoted  above,  we  find  that  manufacture 
and  transport  of  goods  increased  11  and  9  per  cent,  respectively, 
in  1920  compared  with  1919  and  decreased  28  and  13  per  cent, 
respectively,  in  1921  compared  with  1920.  In  other  words,  it 
appears  that  the  manufacture  of  goods  declined  very  much  more 
after  the  crisis  of  1920  than  the  distribution  of  goods. 

Total  sales  of  the  two  leading  mail-order  houses,  Sears- 
Roebuck  and  Montgomery  Ward,  for  the  first  ten  months  of 
1921  were  $206,000,000  compared  with  $301,000,000  for  the 

'These  figures  are  the  averages  of  the  monthly  Indicies  of  production 
relative  to  corresponding  period  for  1919  as  100.  See  Bpeeial  Letter  of 
November  26,  1921. 

^Commereied  and  Fhumeial  ChranieU,  December  10, 1921,  p.  2485. 
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corresponding  period  of  1920,  a  decline  of  82  per  cent.  The 
sales  of  five  leading  ^^chain"  stores  actually  increased  over  4.3 
per  cent  during  the  same  period.  The  sales  of  department  stores, 
reporting  to  the  federal  reserve  banks,  for  the  four  months  July- 
October,  1921,  were  12.4  per  cent  less  than  for  the  corresponding 
period  of  1920.  A  fair  inference  from  these  figures  seems  to  be 
that,  considering  the  price  declines  of  the  year,  the  volume  of 
goods  being  distributed  by  retail  is  not  far  below  that  of  a  year 
ago. 

The  subject  of  foreign  trade  occupies  a  leading  place  in  current 
discussions  of  the  business  situation.  Many  writers  hold  that 
the  large  volume  of  our  foreign  trade  in  1919  was  mainly  respon* 
sible  for  our  business  prosperity  in  that  year  and  that  the  recent 
decline  of  our  foreign  trade  is  largely  responsible  for  the  present 
depression. 

In  1919  our  total  foreign  trade  reached  the  record  figure  of 
$12,154,000,000,  with  merchandise  exports  at  $8,161,000,000  and 
imports  of  $3,393,000,000.'  Despite  the  decline  of  prices  in 
1920,  our  foreign  trade  reached  a  new  record  figure  of  $13,711* 
000,000  with  merchandise  exports  of  $8,343,000,000  and  im- 
ports of  $5,368,000,000."*  The  figures  for  1921  show  a  spectac- 
ular decline  in  values.  During  the  first  ten  months  of  1921  our 
total  foreign  trade  has  averaged  little  more  than  half  of  the 
1920  monthly  average.  The  value  of  goods  imported  turned 
downward  definitely  in  September,  1920,  but  a  significant  decline 
in  exports  did  not  appear  until  February,  1921. 

To  determine  the  real  significance  of  this  reduction  of  our 

foreign  trade  to  about  one-half  of  its  former  value  indices  of  the 

physical  volume  of  exports  have  been  computed  by  Professor 

John  H.  Williams.     The  index  based  on  175  selected  commodities, 

representing  about  three-fourths  of  our  exports  in  1919,  "shows 

that  the  physical  volume  of  exports  in  1920  was  94.1  per  cent 

of  the  volume  exported  in  1919.     In  other  words,  there  was  a 

fall  of  5.9  per  cent  in  the  quantity  of  exports  last  year  compared 

with  the  year  before.     An  index,  similarly  constructed,  but  based 

on  50  selected  commodities  comprising  63  per  cent  of  the  exports 

in  1920,  shows  that  the  physical  volume  of  exports  in  the  first 

^BTad$tT€4f9,  December  8,  1921,  p.  791. 

"These  figures   include  merchandise   and  silver.    See  SuppUmsnt   to  the 
It0vi0w  of  Eeonomie  BtatUtiei,  April  1920,  p.  5. 
""See  Swppl&m&nt  to  the  Rgfoiew,  July  1921,  p.  170. 
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three  quarters  of  this  year  (1921)  was  94.0  per  cent  of  the 
quantity  exported  in  the  same  period  last  year/*" 

That  is  to  say,  the  increase  in  the  value  of  our  exports  in  1920 
over  1919  resulted  from  an  increase  of  prices  and  in  spite  of  a 
decline  of  about  6  per  cent  in  quantity,  whereas  the  ^'pronounced 
decline  of  our  export  trade  this  year  has  been  for  the  most  part 
but  the  expression  of  falling  prices.*^  This  is  a  fact  of  the 
greatest  significance. 

Analysis  of  the  quantity  figures  for  merchandise  exports 
reveals  clearly  the  reason  for  the  moderate  decline  in  the  physical 
volume  of  exports  in  1921.  There  were  very  large  increases  in 
the  exports  of  agricultural  commodities  such  as,  com,  wheat, 
lard,  cottonseed  oil,  barley,  and  rice,  so  that  in  1921  Europe 
bought  our  foodstuffs  in  great  physical  volume  than  ever  before. 
Cotton,  our  leading  export,  increased  6  per  cent  in  quantity 
although  it  decreased  68  per  cent  in  value,  while  wheat,  our  next 
most  important  export,  increased  82  per  cent  in  quantity  and 
only  4  per  cent  an  value  in  the  first  nine  months  of  1921  compared 
with  the  similar  period  of  1920. 

Pointing  out  the  stability  of  the  trade  balance  in  the  figures 
for  1920  and  1921,  Professor  Williams  justly  remarks,  '4t  seems 
clearer  than  ever  that  there  will  be  no  radical  disturbance  of  the 
trade  balance  until  Europe  begins  the  payment  of  the  interest 
charges,  now  amouting  to  about  $522,000,000  a  year,  upon  our 
government's  credits  advanced  during  the  war  and  early  post-war 
period.**" 

Cbxbit  and  Bakkino 

At  the  end  of  November,  1918,  the  reserve  ratio  of  the  combined 
federal  reserve  banks  was  an  even  50  per  cent,  total  cash  reserves 
were  $2,120,000,000,  federal  reserve  notes  in  circulation  amount- 
ed to  $2,569,000,000,  the  minimum  rate  of  rediscount  was  4  per 
cent,  and  the  prevailing  rate  on  commercial  paper  was  6  per  cent. 
After  recovering  to  58.7  per  cent  on  June  6,  1919,  the  reserve 
ratio  declined  during  the  remainder  of  1919  and  until  the  spring 
of  1920,  when  the  ratio  reached  a  minimum  of  42.2  per  cent. 

Although  cash  reserves  and  the  reserve  ratio  reached  mitiimiiTn 

in  the  spring  of  1920,  the  peak  of  expansion  of  the  banking  system 

^'Bpseitd  Letter  of  the  Harvard  UniTersity  Committee  on  Bconomic  Re- 
seardi,  December  10»  1921,  i^.  2-a 
"^Ibid.,  p.  8. 
-JWA,  p.  6. 
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of  the  United  States  did  not  occur  until  late  autumn  of  that  year, 
as  is  evident  from  Chart  UL  The  maTimnm  expansion  of  loans 
and  investments  of  member  banks  was  reached  on  October  15.  On 
November  6  the  figures  for  total  earning  assets,  paper  discounted 
by  the  federal  reserve  banks,  and  accommodations  extended  to 
member  banks  reached  the  peak,  although  federal  reserve  notes 
in  circulation  did  not  reach  maximum,  $3,406,000,000,  until  De- 
cember 24, 1920. 

The  reserve  ratios,  before  interbank  accomodation,  of  the  vari- 
ous federal  reserve  banks  show  that  the  strain  was  felt  first  in 
the  East  (Boston,  New  York,  and  Philadelphia)  and  then  in  the 
West  and  South,  although  San  Francisco  has  only  been  slightly 
affected.  Recovery  has  been  in  reverse  order,  but  it  is  marked 
for  all  banks. 

During  1921  there  has  been  a  steady  decline  in  earning  assets, 
bills  discounted,  and  accommodations  to  member  banks.     The  re- 


Cluut  IIL— Selected  Itenw  from  the  Slale- 
mcntf  of  the  Combixied  Pedenl  Reeerve 
~    '  ,  ftt  the  end  ol  esdi  month.  1919-Sl. 


Chait  IV.— Short  and  Time  Money  Ratea 
in  New  York  aty,  and  Average  Bond 
Yldd.  Monthly,  1919-21. 


serve  ratio  has  risen  to  78  per  cent  and  total  cash  reserves  to 
three  billion  dollars. 

The  great  improvement  of  the  reserve  ratio  in  1921  has  been, 
primarily,  the  result  of  two  factors,  a  decrease  in  federal  reserve 
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notes  and  a  remarkable  increase  in  gold  reserves.  During  the 
eleven  months  ending  with  November,  1921,  the  excess  of  gold 
imports  over  exports  was  over  688  millions,  an  average  of  $58,- 
000,000  per  month.  This  constitutes  a  new  high  record  of  net 
gold  imports.  In  the  years  1916  and  1916,  when  the  United 
States  was  receiving  a  flood  of  gold  from  Europe  for  war  orders, 
the  monthly  averages  were  only  $36,000,000  and  $44,000,000, 
respectively. 

Chart  IV  shows  the  reflection  in  money  rates  of  the  financial 
strain  of  1919-20.  Call  rates  in  New  York  reached  maximum  in 
November,  1919,  and  have  since  declined  quite  steadily.  The  rate 
on  60-90  day  commercial  paper,  registering  the  demands  of  busi- 
ness rather  than  speculation,  did  not  reach  the  maximum  of  8 
per  cent  until  August-November,  1920,  while  the  minimum  rate 
of  rediscount  of  the  New  York  Federal  Reserve  Bank  did  not 
reach  its  highest  point,  6  per  cent,  until  February,  1921. 

The  outstanding  feature  of  1921  is  the  declining  tendency  of 
all  rates,  a  tendency  especially  marked  since  the  middle  of  the 
year.  In  December  the  rate  on  commercial  paper  is  6  to  6^ 
per  cent  and  the  minimum  rate  of  discount  of  the  various  federal 
reserve  banks  ranges  from  41^  to  6^/^  per  cent. 

SUMMAAY  AKD  CONCLUSION 

A  survey  of  the  events  preceding  and  following  the  crisis  of 
1920  reveals  the  presence  of  the  familiar  sequence  of  events  in 
business  cycles — rise  of  security  and  commodity  prices,  increased 
production,  money  strain,  reckless  expansion,  collapse  of  security 
and  commodity  markets,  cancellation  of  orders,  shrinkage  of 
inventories,  failures,  decreased  production,  business  stagnation, 
increasing  bank  reserves,  and  lower  money  rates.  The  difficulties 
which  business  encountered  in  1920  were,  in  the  main,  the  same 
sort  of  difficulties  that  business  had  encountered  in  previous 
crises.  But  there  were  some  new  elements  in  the  situation  which, 
in  some  cases,  added  to  the  embarrassments. 

The  general  rise  of  prices  in  1919-20,  unparalleled  in  peace 
times,  was  facilitated  by  government  bond  issues  and  the  machin- 
ery of  the  federal  reserve  system ;  it  was  intensified  by  large  for- 
eign demands  for  goods  and  the  difficulties  of  changing  from  a 
war  to  a  peace  basis.  The  collapse  of  the  exchanges  added  new 
difficulties  to  concerns  engaged  in  foreign  trade.  High  taxes 
were  a  factor  contributing  to  insolvency  when  prices   turned 
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downward.  The  rates  of  surtax  levied  upon  large  incomes  have 
been  so  heavy  as  to  divert  investment  from  taxable  securities  to 
non-taxable  government  and  municipal  bonds.  These  are  fac- 
torsy  however,  which  intensified  rather  than  caused  the  crisis  of 
1920. 

Let  us  appraise  the  situation  in  which  we  find  ourselves  at  the 
end  of  1921.  Are  there  elements  present  which  indicate  business 
revival  in  1922?  Or,  are  we  facing  the  disappearance  of  our 
foreign  trade,  greatly  curtailed  purchasing  power  of  agricultural 
communities,  and  business  depression?  The  significant  elements 
of  the  situation  which,  as  I  judge  them,  indicate  that  revival  ra- 
ther than  depression  is  probable  in  1922  are  the  following: 

1.  The  production  of  manufactured  articles  was  very  much 
curUiled  in  1920-21. 

2.  The  distribution  and  domestic  consumption  of  goods  dur- 
ing the  past  year  were  considerably  greater  than  production. 

3.  The  decline  in  the  quantity  of  goods  exported  in  1921  was 
not  large.  The  exports  of  food  products  increased  materially. 
In  our  foreign  trade  figures  there  is  no  evidence  that  the  purchas- 
ing power  of  Europe  is  seriously  curtailed. 

4.  Real  wage  rates  per  hour  appear  to  be  about  the  same  as 
they  were  in  1913.  With  cost  of  living  at  177  per  cent,  wage 
rates  at  about  180  per  cent,  and  wholesale  prices  at  150  per  cent 
of  the  1913  figures,  and  the  downward  trend  of  wholesale  prices 
arrested  it  does  not  appear  that  a  general  downward  revision  of 
wages  is  called  for.  The  line  of  least  resistance  toward  rectifying 
the  present  price  maladjustment  is  an  increase  in  the  prices  of 
agricultural  products. 

5.  The  gold  reserves  of  the  federal  reserve  banks  have  greatly 
increased,  while  notes  in  circulation  and  accomodations  to  member 
banks  have  declined. 

6.  Money  rates  have  f aUen  greatly ;  credit  is  available  and  is 
being  utilized  in  the  security  markets ;  bond  issues  find  ready  sale. 

7.  The  availability  of  credit  at  low  money  rates  combined 
with  a  volume  of  manufacturing  output  less  than  current  con- 
sumption and  a  fair  amount  of  foreign  trade  will  result  in  increas- 
ed business  activity  and  an  upward  movement  of  commodity 
prices  in  1922. 


THE  CRISIS  OF  1920  AND  THE  PROBLEM  OF  CONTROL- 
LING BUSINESS  CYCLES 

Bt  Wesley  C.  Mitchell 
New  School  for  Social  Research 

Interest  in  the  problem  of  controlling  business  cycles  itself 
fluctuates  with  the  condition  of  business.  In  periods  of  prosper- 
ity few  men  are  concerned  to  prevent  the  increasing  activity  from 
running  to  extremes  and  breeding  a  crisis.  During  the  crisis 
everyone  is  so  worried  by  what  tomorrow  may  bring  forth  that 
he  takes  thought  only  of  emergency  measures.  It  is  in  periods 
of  depression,  when  the  outlook  is  drab  rather  than  perilous  and 
when  business  men  have  leisure  thrust  upon  them,  that  cogitation 
upon  the  cause  and  the  cure  of  business  cycles  becomes  a  mass 
phenomenon.  Then  thousands  of  men  recall  their  earlier  experi- 
ences of  hard  times,  speculate  with  their  associates  about  the 
character  and  causes  of  such  seasons,  and  consider  schemes  for 
preventing  their  recurrence.  In  arranging  that  the  American 
Economic  Association  devote  the  opening  session  of  its  thirty- 
fourth  annual  meeting  to  a  consideration  of  the  crisis  of  1920  and 
its  lessons.  President  Hollander  is  seeking  to  take  at  its  flood 
this  tide  in  the  thoughts  of  men. 

My  share  in  the  program  is  greatly  facilitated  by  the  accom- 
plishments of  the  audience  and  the  character  of  the  preceding 
paper.  I  can  take  for  granted  intimate  knowledge  of  the  phenom- 
ena of  business  cycles,  a  refreshed  memory  of  the  peculiarities 
of  the  latest  crisis  and  depression,  and  critical  interest  in  the 
various  proposals  which  have  been  made  for  controlling  the  busi- 
ness cycle.  These  advantages  enable  me  to  dispense  with  prelim- 
inaries, to  jump  from  one  topic  to  another  without  stopping  to 
buld  bridges,  and  to  pass  lightly  over  details. 


Let  me  begin  with  a  few  words  about  the  possibility  of  solving 
the  problem  of  control  over  the  business  cycle.  No  competent 
student  of  the  subject  will  assert  that  the  rhythmical  alternations 
of  activity  and  stagnation  so  characteristic  of  modern  business 
can  be  entirely  eradicated  so  long  as  we  maintain  the  institutions 
of  the  money  economy.  We  do  not  know  what  measure  of  success 
can  ultimately  be  attained.  But  on  the  other  hand,  there  is 
nothing  in  current  theories  of  business  cycles  and  nothing  in  the 
economic  history  of  the  past  which  forbids  us  to  hope  that  by 
well-conceived  measures  we  can  mitigate  in  great  part  the  suffer- 
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ings  which  we  undergo  at  present  in  consequence  of  booms  and 
depressions. 

Certainly  such  hopes  are  not  forbidden  by  the  theories  which 
trace  the  business  cycle  to  cosmic  causes  over  which  we  have  no 
pros])ect  of  exercising  control.  Suppose,  for  example,  that 
Professor  Henry  L.  Moore  definitely  establishes  his  hypothesis 
that  *'the  planet  Venus  in  its  eight-yearly  periodic  motion  with 
respect  to  the  Earth  and  the  Sun"  is  the  cause  of  **eight-year 
generating  Cycles"  upon  our  planet,  and  that  these  '^generating 
cycles"  constitute  'Hhe  natural,  material  current  which  drags 
upon  its  surface  the  lagging,  rhythmically  changing  values  and 
prices  with  which  the  economist  is  more  immediately  concerned"* 
— suppose,  I  say,  that  this  hypothesis  is  proven  to  be  valid,  still  it 
does  not  follow  that  we  shall  remain  forever  helpless  victims  of 
the  business  cycle.  For  though  we  cannot  alter  the  behavior  of 
Venus,  we  could  hope  to  counteract  the  effect  of  this  behavior  upon 
our  fortunes  by  prudent  management  of  processes  which  are 
subject  to  control.  Though  we  cannot  arrest  the  terrestrial  sea- 
sons in  their  course,  we  do  offset  their  influence  sufficiently  to 
avoid  freezing  to  death  in  winter. 

Nor  need  the  long  list  of  crises  in  the  past  quash  our  hopes. 
Business  cycles  have  run  a  tolerably  regular  course  in  the  United 
States  for  a  century*  and  in  older  nations  for  a  longer  period. 
But  it  is  not  inevitable  that  what  has  happened  will  repeat  itself 
indefinitely.  Indeed,  this  very  history  when  examined  closely 
offers  strong  encouragement  to  efforts  at  changing  the  course 
of  business  developments.  For  among  the  changes  that  have 
taken  place  in  the  character  of  business  cycles  are  certain  changes 
due  to  the  purposeful  intervention  of  men.  Men  have  learned  to 
exercise  a  considerable  measure  of  control  over  at  least  one  phase 
of  the  business  cycle. 

In  the  middle  of  the  last  century  the  English  found  that  if  the 
business  public  is  assured  in  times  of  pressure  that  all  solvent  bor^ 
rowers  can  get  bank  accommodation  by  paying  a  high  discount 
rate  there  will  be  no  panic  fears,  no  runs  on  the  banks,  and  no 
epidemics  of  needless  bankruptcies.  The  adoption  of  this  method 
of  ^'crisis  financiering"  produced  a  marked  change  in  the  character 
of  English  business  cycles :  the  crises  became  less  spectacular,  the 


•Henry   L.    Moore,    •The    Origin    of   the    Eight-Year    Generating  Cyclc,'^ 
uarierly  Journal  of  Eeonomie»,  Noveml 
Cyelea  Their  Law  and  Cau»€,  1914,  149. 
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liquidations  became  more  circumspect  but  longer.  At  the  same 
time  the  differences  between  English  and  American  cycles  became 
more  marked.  We  continued  to  have  violent  panics,  as  in  1878, 
1898,  and  1907.  Bankers  and  economists  knew  the  reason  and 
urged  the  remedy — ^such  a  centralization  of  banking  resources  as 
would  enable  American  bankers  to  give  their  customers  the  same 
assurance  that  the  English  business  men  received.  It  took  a 
generation  to  effect  the  necessary  changes  in  our  federal  banking 
law,  but  President  Wilson  finally  succeeded  in  getting  Congress 
to  pass  the  Federal  Reserve  Act  in  1914.  And  six  years  later 
our  new  machinery  was  put  to  the  test  and  found  adequate. 

To  repeat,  we  have  learned  how  to  prevent  crises  from  degen- 
erating into  panics,  and  from  that  success  we  may  derive  substan- 
tial encouragement  to  attack  the  next  problems:  how  to  lessen 
the  excesses  of  booms  and  the  sufferings  of  depressions. 

II 

In  dealing  with  these  problems  we  have  seldom  made  the  proper 
approach.  After  the  usual  human  fashion  we  have  tried  to  count- 
eract the  effects  from  which  we  suffer  rather  than  to  control  the 
causes  from  which  they  flow.  In  every  period  of  severe  depres- 
sion we  have  hurriedly  devised  emergency  measures  to  prevent 
people  from  starving.  Of  course  that  is  an  effort  in  which  every 
sensible  man  is  glad  to  join  once  the  emergency  grows  urgent. 
But  obviously  it  would  be  far  better  to  prevent  these  emergencies 
from  arising — ^if  that  is  possible.  Our  chief  failing  has  been 
that  we  have  not  devoted  sufficient  constructive  intelligence  to 
finding  out  whether  prevention  is  possible. 

Happily  this  remark  is  today  a  commonplace.  The  most  hope- 
ful sign  in  our  dealings  with  the  economic  difficulties  of  1920-21 
is  that  many  men  in  public  and  in  private  stations  have  taken 
the  constructive  attitude,  considering  the  future  as  well  as  the 
present,  thinking  about  prevention  as  well  as  cure.  That  temper 
was  a  notable  feature  of  the  President's  Conference  on  Unemploy- 
ment, which  under  Secretary  Hoover's  leadership  first  arranged 
to  coordinate  the  emergency  measures  for  relieving  distress  this 
winter,  and  then  provided  machinery  for  framing  a  preventive 
program. 

In  most  discussions  of  preventive  measures  it  is  notable  that 
emphasis  is  laid  upon  the  prosperous  phase  of  the  cycle  as  the 
phase  which  requires  control.     It  is  becoming  a  common  ojMnion 
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that  the  time  for  effective  action  is  the  time  when  industrial 
activity  is  approaching  the  elastic  limit  set  by  full  use  of  exist- 
ing plant  and  when  further  expansion  wiU  be  primarily  a  specula^ 
tive  boom.  In  addition  to  angry  recrimination,  there  is  much 
dispassionate  analysis  of  the  mistakes  committed  by  the  business 
community  in  1919,  analysis  which  seeks  to  find  how  such  mis- 
takes may  be  avoided  in  future. 

The  central  issue  in  most  discussions  of  what  we  did  amiss  in 
1919  is  the  time  at  which  the  discount  rates  of  federal  reserve 
banks  should  have  been  raised.  Most  competent  judges  seem 
to  agree  with  the  ^'personal  opinion"  expressed  on  this  point  by 
Governor  Benjamin  Strong  in  his  statement  of  last  August  to  the 
Joint  Commission  of  Agricultural  Inquiry.  **I  believe,"  said 
Grovemor  Strong,  *4f  it  had  been  possible,  it  would  have  been 
desirable  for  the  Federal  Reserve  System  to  have  advanced  its 
rates  at  some  point  in  the  period  between  January  and  March, 
1919" — ^instead  of  waiting  until  November.* 

Since  our  concern  is  with  the  future  we  need  not  stop  to  discuss 
Grovemor  Strong's  limiting  clause — "if  it  had  been  possible." 
Perhaps  the  Treasury's  plans  for  floating  the  enormous  Victory 
Loan  in  the  spring  really  did  make  it  impossible,  or  at  least 
undesirable,  to  raise  the  federal  reserve  rates  until  that  under- 
taking was  accomplished.  However  that  may  be,  we  are  justified 
in  hoping  that  in  the  future  such  exigencies  will  seldom  arise  to 
prevent  the  Federal  Reserve  Board  from  adopting  the  policy 
which  seems  wise  in  the  economic  interest  of  the  public.  What 
most  concerns  us  is  that  the  Governor  of  the  largest  Federal 
Reserve  Bank  and  many  other  experts  believe  after  mature  con- 
sideration that  it  would  have  been  desirable  to  raise  rates  before 
the  boom  began.  His  reason  for  this  conclusion  is  that  an 
advance  of  rates  would  have  moderated  the  expansion  of  business' 
and  thereby  diminished  the  severity  of  the  crisis  of  1920. 

If  Governor  Strong  and 'the  men  who  share  his  opinion  are 
right  about  the  policy  that  was  desirable  in  1919,  as  I  think  they 
are,  may  we  not  generalize  and  say  it  is  desirable  to  raise  discount 
rates  in  future  periods  of  expansion  whenever  signs  appear  that 
production  is  nearing  its  limit  and  that  further  expansion  will 
consist  mainly  in  bidding  up  the  prices  of  securities,  of  industrial 

"Hearing  before   the   Joint    Commission    of   Agricultural    Inquiry,   Sixty- 
Seventli  Congress,  1st  session,  Part  18,  p.  768. 
•/WA,  p.  772. 
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equipment,  and  of  the  goods  in  process  of  production  and  distri- 
bution? 

Three  objections  have  been  made  to  this  suggestion  that  the 
excesses  of  booms  can  be  tempered  by  advancing  discount  rates 
at  an  earlier  stage  than  has  been  customary  in  the  past. 

First,  it  is  said  that  the  measure  would  be  ineffective.  Bank 
discount  is  a  minor  item  in  most  business  undertakings,  an  item 
small  in  comparison  both  with  other  costs  and  with  the  profit  mar- 
gins anticipated  in  periods  of  prosperity.  In  this  respect,  we  are 
told,  American  business  differs  notably  from  English  business  in 
pre-war  days,  when  an  enormous  volume  of  international  trading 
was  done  in  London  on  margins  so  narrow  that  a  change  of  a 
quarter  of  one  per  cent  in  the  market  rate  of  interest  made  a 
marked  difference  in  the  prospects  of  profits. 

There  is  force  in  this  contention,  but  not,  I  think,  enough  force 
to  countervail  Governor  Strong's  opinion  that  an  advance  of 
discount  rates  would  moderate  the  expansion  of  business.  And 
moderation  is  what  is  wanted  to  prevent  booms  from  producing 
those  credit  entanglements  which  make  inevitable  a  long  period 
of  liquidation.  Granted  that  most  business  plans  would  not  be 
affected  by  an  advance  of  even  one  or  two  per  cent  of  the  dis- 
count rate,  there  probably  remains  a  considerable  volume  that 
would  be  affected  directly,  and  a  larger  volume  that  would  be 
affected  indirectly  by  a  signal  from  the  banks  to  observe  caution. 
To  control  these  marginal  transactions  would  tend  to  relax  the 
stresses  that  are  accumulating  within  the  business  system. 

A  second  objection  is  that  the  American  public  has  been  accus- 
tomed to  accept  reserve  ratios  as  the  best  index  of  banking  condi- 
tions and  the  proper  guide  to  discount  policy.  In  view  of  that 
fact  it  is  chimerical  to  propose  schemes  that  set  up  a  novel  basis 
of  control.  The  wise  line  of  advance  ^^is  not  that  of  finding  a 
substitute  for  the  reserve  ratio  as  a  guide  ^to  credit  policy,  but 
rather  that  of  finding  how  to  make  our  reserve  ratio  a  more 
sensitive  and  immediate  indicator  of  changing  conditions  than 
it  now  is.*'  Mr.  A.  C.  Miller  of  the  Federal  Reserve  Board  has 
recently  presented  this  view  with  his  cogent  lucidity  in  the 
American  Economic  Review*  And  in  accordance  with  this  view 
he  has  suggested  changes  in  the  methods  of  federal  reserve  bank- 
ing designed  to  make  the  American  system  work  in  much  the  same 
^'Federal  Reserve  Policy,''  Ameriean  Economic  Rexneto,  June,  1921. 
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way  as  the  English  banking  system  worked  for  forty  years  before 
the  war. 

One  may,  I  think,  go  far  with  Mr.  Miller  and  yet  stop  short 
of  the  conclusion  that  the  reserve  ratio  should  continue  indefi- 
nitely to  be  the  guide  to  credit  policy.  Efforts  to  make  **our 
reserve  ratio  a  more  sensitive  and  immediate  indicator  of  chang- 
ing conditions  than  it  now  is"  are  certainly  in  the  line  of  progress. 
But  I  hope  that  progress  will  not  be  limited  to  attaining  such 
measure  of  success  as  the  Bank  of  England  achieved  for  forty 
years  before  the  war.  For  with  all  this  success  England  suffered 
grievously  from  business  cycles.  We  should  aim  at  gaining  a  far 
more  effective  control  over  the  wastes  of  prosperity  and  the 
sufferings  of  depression  than  the  Bank  of  England  has  ever  exer- 
cised. And  while  we  may  agree  with  Mr.  Miller  that  our  business 
public  is  unprepared  for  a  discount  policy  that  might  raise  the 
rates  while  reserve  ratios  were  still  high,  yet  we  may  not  treat 
that  attitude  as  an  insuperable  obstacle.  As  an  official  Mr. 
Miller  confines  himself  to  that  which  is  immediately  realizable ;  as 
an  economist  he  might  join  us  in  considering  plans  which  involve 
campaigns  of  education. 

The  final  objection  is  that  we  have  no  definite  means  of  knowing 
the  precise  point  in  the  prosperous  phase  of  the  business  cycle  at 
which  it  is  desirable  to  check  expansion.  But  that  objection  has 
been  met  by  the  progress  of  statistical  research  and  the  ingenuity 
of  Professor  O.  M.  W.  Sprague.  Professor  Sprague  proposes  to 
use  index  numbers  of  physical  production  such  as  have  been  made 
recently  by  Day,  King,  Snyder,  and  Stewart  as  a  basis  for  dis- 
count policy.  These  series  show  that  the  increase  in  volume  of 
business  after  a  depression  is  for  some  time  produced  mainly  by 
a  rapid  increase  in  the  output  of  serviceable  goods.  During  that 
phase  of  the  cycle  expansion  is  economically  desirable.  But 
whenever  the  existing  industrial  equipment  is  booked  to  capacity 
and  the  industrial  army  is  fully  employed  then  future  growth  in 
the  supply  of  serviceable  goods  slows  down  to  the  rate  at  which 
new  equipment  and  new  hands  can  be  provided  and  improved 
technical  methods  devised.  After  this  point  has  been  reached 
in  the  cycle  a  further  rise  of  prices  serves  not  to  increase  the 
current  supply  of  serviceable  goods,  but  to  create  confusion  in 
the  markets,  stimulate  disserviceable  speculation,  and  to  produce 
the  credit  entanglements  which  cause  so  much  anxiety  during  the 
crisis  and  prolong  the  period  of  liquidation.     Our  aim  accord- 
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ingly  should  be  to  check  the  rise  of  prices  when  the  index  numbers 
of  physical  output  indicate  that  the  limit  of  existing  capacity  is 
being  approached.  At  that  point  it  would  be  desirable  to  raise 
discount  rates — even  though  reserve  ratios  might  still  be  high. 

This  suggestion  is  being  developed  at  present  by  Professor 
Sprague  in  a  book  which  we  shall  all  be  reading  next  autumn. 
We  cannot  pass  final  judgment  upon  this  original  plan  until  we 
have  seen  it  developed  in  full.  But  in  the  meantime  let  us  not 
dismiss  the  idea  on  the  ground  that  the  public  has  now  insuificient 
knowledge  of  business  cycles  to  permit  its  adoption.  If  the 
scheme  is  desirable  we  should  be  ready  to  play  our  part  in  a  cam- 
paign of  education,  and  to  begin  that  campaign  by  educating 
ourselves  in  the  possibilities  of  the  measure  which  Professor 
Sprague  proposes.  On  the  other  hand  let  us  not  expect  that  any 
single  plan  will  give  us  as  large  a  measure  of  control  over  the 
business  cycle  as  we  desire  and  can  attain.  And  this  remark  car- 
ries us  forward  to  the  consideration  of  certain  other  plans  of 
control  which  merit  attention. 

ni 

The  most  promising  among  these  other  plans  are  so  familiar  to 
economists  that  I  need  hardly  more  than  name  them.  First  comes 
the  long-range  planning  of  public  works,  with  intent  to  get  a 
larger  part  of  such  undertakings  executed  in  periods  of  depression. 
In  England  the  possibilities  of  this  plan  have  been  investigated  by 
Professor  A.  L.  Bowley  and  its  adoption  has  been  urged  by  Mr. 
and  Mrs.  Webb.  In  America  its  chief  champion  is  Mr.  Otto  T. 
Mallery.  In  1917  Mr.  Mallery  persuaded  the  legislature  of 
Pennsylvania  to  set  up  the  machinery  necessary  for  such  a  pro- 
gram. California  copied  the  Pennsylvania  legislation  this  year, 
and  now  a  bill  providing  for  a  similar  planning  of  federal  public 
works  is  pending  in  Congress.  For  this  plan  it  is  urged  that  the 
saving  in  the  cost  of  public  works  if  contracts  were  let  in  periods 
of  depression  would  be  ample  compensation  for  any  inconvenience 
caused  by  postponing  their  completion  for  a  year  or  two;  that 
the  reduction  of  competition  for  men  and  materials  during  per- 
iods of  prosperity  would  lessen  the  strain  of  over-activity,  and 
the  increase  of  public  contracts  in  times  of  depression  would  di- 
minish the  losses  of  both  labor  and  capital.  Like  most  other  re- 
forms this  plan  cannot  be  put  into  effect  without  an  intelligent 
appreciation  of  what  is  now  amiss  on  the  part  of  large  numbers 
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of  men.  It  too  requires  a  campaign  of  public  education.  And 
no  one  can  tell  in  advance  just  what  practical  importance  it  may 
assume.  But  clearly  the  average  annual  volume  of  construction 
work  now  undertaken  by  various  public  bodies  runs  high  in  the 
hundreds  of  millions,  and  a  considerable  fraction  of  this  imposing 
total  can  be  allocated  on  the  basis  of  the  business  cycle  without 
detriment  to  social  welfare.  Further,  it  is  quite  possible  that  in 
addition  to  construction  work  public  purchases  of  many  stand- 
ard supplies  might  advantageously  be  planned  on  this  basis. 

The  extension  of  such  long-range  planning  from  public  to 
private  enterprises  is  an  obvious  suggestion.  Before  the  war 
the  French  Ministry  of  Transportation  seemed  to  be  moving  in 
this  direction,  with  reference  both  to  new  construction  and  pur- 
chase of  rolling  stock.  As  long  ago  as  1908  Mr.  Carl  Snyder 
was  arguing  that  American  railways  could  profit  by  planning 
their  expenditures,  as  they  have  long  been  planning  their  financ- 
ing, with  reference  to  the  business  cycle.  In  practice,  roost 
American  railways  still  do  precisely  the  opposite ;  they  bmld  and 
buy  most  freely  in  times  of  business  activity  when  costs  are  high. 
For  this  policy  there  is  at  present  a  compelling  reason.  Few 
railway  systems  have  the  financial  leeway  necessary  to  allocate 
their  outlays  in  the  most  advantageous  fashion.  They  are  forced 
to  live  from  hand  to  mouth  however  extravagant  that  mode  of 
life  may  be.  But  if  it  is  socially  desirable  to  leave  the  railways 
in  private  hands,  it  is  desirable  to  secure  them  revenues  suificient 
to  maintain  efficient  service  and  with  such  revenues  they  would 
in  all  probability  find  it  profitable  at  least  to  level  down  the 
present  inequalities  of  outlay  as  between  good  times  and  bad,  if 
not  actually  to  undertake  more  work  in  periods  of  depression 
than  in  periods  of  activity.  And  what  is  true  of  the  railways 
in  this  respect  is  probably  true  also  of  most  other  industries. 
The  total  volume  of  purchases  and  construction  work  which 
might  with  advantage  to  all  concerned  be  systematically  planned 
with  reference  to  the  business  cycle  runs  in  the  billions. 

Quite  a  different  line  of  attack  upon  the  problem  is  represent- 
ed by  the  various  schemes  of  unemployment  insurance  now  in 
operation  or  under  consideration  by  government  agencies  and 
private  employers.  Perhaps  the  most  interesting  of  these  plans 
is  the  Huber  bill  at  present  pending  in  the  Wisconsin  legislature. 
This  bill  creates  an  Unemployment  Insurance  Company,  which  all 
manufacturers  in  the  state  would  have  to  join,  and  to  which  they 
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would  pay  premiums  varying  according  to  their  labor-turnoyer 
rates.  Tliese  premiums  would  be  used  to  provide  unemployment 
allowances  for  employees  discharged  for  no  fault  of  their  own. 
The  central  idea,  however,  is  less  to  mitigate  the  misery  of  the 
man  out  of  work  than  to  prevent  men  from  being  discharged  for 
lack  of  work.  For  by  making  his  premium  depend  upon  his  labor 
turnover  this  bill  gives  the  employer  an  inducement  to  stabilize 
his  working  force.  Just  as  compulsory  accident  insurance  has 
led  to  a  large  reduction  in  the  number  of  accidents,  so  it  is  believed 
that  compulsory  unemployment  insurance  would  lead  to  a  large 
reduction  in  the  number  of  the  unemployed. 

Concerning  other  plans  for  stabilizing  economic  activity — ^the 
improvement  of  employment  offices,  out-of-work  benefits  by  labor 
unions,  a  greater  centralization  of  banking,  stabilizing  the  dollar, 
and  the  like,  I  shall  say  nothing — not  because  of  lack  of  interest 
but  because  of  lack  of  time.  One  matter  however  so  nearly  con- 
cerns our  profession  that  I  must  dwell  upon  it — ^the  need  of 
increasing  our  knowledge  of  the  business  cycle  and  putting  this 
knowledge  to  better  use. 

IV 

All  of  us  who  have  followed  the  crisis  of  1920  and  the  prolonged 
liquidation  which  it  started  have  had  brought  home  to  them  the 
large  speculative  element  in  their  thinking  about  the  subject. 
For  example,  we  have  heard  a  great  deal  about  ^*f rozen  credits" 
as  a  factor  of  the  first  magnitude  in  retarding  recovery.  We  have 
read  much  about  how  these  credits  became  **f rozen"  and  how  they 
may  be  "thawed."  But  if  the  factor  is  of  first-rate  importance 
we  ought  to  know  what  a  "frozen  credit"  is,  what  proportion  of 
bank  credits  answers  to  the  definition,  what  proportion  of  credits 
is  frozen  in  ordinary  times.  The  latter  point  is  particularly 
significant  and  yet  has  been  little  attended  to  by  bankers  or 
economists.  So  far  as  I  know  no  adequate  analysis  has  ever  been 
made  of  bank  loans  from  this  point  of  view.  Certainly  our  in- 
sight into  the  difficulties  which  we  are  confronting  and  therefore 
our  ability  to  meet  these  difficulties  with  success  would  be  increas- 
ed if  our  banking  authorities  would  compile  and  publish  statistics 
of  this  character. 

In  general  American  banking  statistics  rank  high  in  compari- 
son both  with  statistics  from  other  fields  at  home  and  with  bank- 
ing statistics  from  other  countries.     But  they  present  a  second 
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lamentable  gap.  Some  10,000  banks  are  connected  with  the 
Federal  Reserve  System,  and  concerning  their  condition  we  get 
reports  five  times  a  year.  But  there  are  20,000  other  banks  con- 
cerning which  we  have  but  one  report  a  year,  and  that  a  meager 
one.  It  is  true  that  these  20,000  state  and  private  banks  all  put 
together  have  only  half  the  resources  of  the  10,000  member  insti- 
tutions. But  in  such  a  situation  as  the  present,  when  the  financial 
position  of  the  farmers  counts  so  heavily  in  all  reckonings^  it 
is  ill  that  we  have  to  conjecture  facts  which  we  might  know.  The 
Federal  Reserve  Board  or  the  Comptroller's  Office  would  render 
a  great  service  if  they  would  fill  this  gap. 

Once  again,  this  year  has  taught  us  how  poor  are  our  statistics 
of  unemployment,  of  wages,  of  earnings.  When  an  attempt 
was  made  last  autumn  to  find  how  many  men  were  out  of  work, 
the  Bureau  of  Labor  Statistics  and  the  Advisory  Committee  of 
the  President's  Conference  on  Unemployment  could  not  get  within 
a  million  of  each  other's  estimates.  About  part-time  employment 
we  know  almost  nothing.  The  prices  of  labor  are  always  a  matter 
of  the  first  consequence,  and  in  the  present  time  of  readjustments 
there  is  especial  need  of  current  data — a  need  so  pressing  that  it 
is  hard  to  be  grateful  for  the  fragmentary  surveys  made  from 
time  to  time  by  the  Bureau  of  Labor  Statistics.  And  even  if  we 
had  comprehensive  statistics  of  wage  rates  we  should  still  be 
unable  to  make  out  changes  in  the  economic  position  of  the  work- 
ing classes  or  to  get  much  light  on  the  "buyers'  strike"  which  is 
alleged  to  have  precipitated  the  crisis  unless  we  had  data  for 
pay-roll  disbursements  and  family  earnings.  All  our  compari- 
sons between  wages  and  cost  of  living  are  rendered  doubtful 
because  the  fluctuations  of  wages  may  be  very  imperfect  repre- 
sentations of  fluctuations  in  family  incomes. 

Then  there  is  the  whole  field  of  merchandising — a  big  section 
of  our  economic  life  which  is  so  obscure  that  we  cannot  say  even 
approximately  how  many  retail  and  how  many  wholesale  stores 
there  are  in  the  country.  This  field  is  a  difficult  one,  but  is  it  really 
more  difficult  than  agriculture,  manufacturing,  mining,  or  even 
transportation  ?  Yet  if  one  puts  the  current  reports  from  a  few  de- 
partment stores  and  mail-order  houses  which  are  published  in  the 
Federal  Reserve  BvXletin  and  the  Survey  of  Current  Business  be- 
side the  material  in  the  Year  Book  of  the  Department  of  Agricul- 
ture, the  Census  of  Manufactures,  the  Geological  Survey's  reports 
on  Mineral  Resources,  and  the  publications  of  the  Interstate  Com- 
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merce  Commission,  how  slight  the  merchandising  figures  seem !  And 
how  difficult  it  is  to  see  even  a  little  bit  into  the  business  future 
when  one  has  to  guess  at  what  is  happening  in  the  great  processes 
of  distributing  merchandise.  And  how  can  we  intelligently  attack 
the  problems  of  economic  waste  without  a  chance  to  follow  goods 
beyond  the  walls  of  the  factory  and  the  cars  of  the  railways? 

There  are  few  members  of  our  Association  who  have  not  felt 
the  lacks  which  I  have  lamented  and  other  lacks  besides.  Most 
of  them  are  lacks  we  cannot  fill  by  individual  enterprise.  But  we 
can  do  something  as  individuals  by  seizing  every  opportunity  to 
use  the  data  which  are  already  available  in  our  discussions  of 
economic  problems  and  to  cooperate  with  the  various  agencies, 
public  and  private,  which  are  striving  to  improve  the  range  and 
character  of  statistical  reporting.  In  this  effort  we  have  many 
allies.  There  is  a  rapidly  growing  sentiment  among  business 
men  in  favor  of  statistical  publicity.  Indeed  the  recent  converts 
from  this  side  sometimes  err  from  an  excess  of  zeal  and  propose 
impossibly  elaborate  inquiries--questionnaires  that  would  require 
months  to  fill  out.  The  statistical  offices  of  the  federal  govern- 
ment— it  is  not  invidious  to  mention  especially  the  bureaus  of  the 
Department  of  Commerce  and  the  research  organizations  of  the 
Federal  Reserve  Board  and  the  Federal  Reserve  banks — are  show- 
ing a  degree  of  enterprise  which  is  most  gratifying.  Everything 
which  we  can  do  to  increase  interest  in  their  output,  and  to 
answer  their  numerous  calls  for  service,  is  a  professional  duty. 


But  to  do  what  in  us  lies  toward  the  improvement  of  statistical 
data  is  by  no  means  the  whole  of  our  opportunity.  After  all,  the 
endless  tables  of  statistics  which  we  need  are  only  raw  materials 
from  which  we  are  to  construct  a  more  serviceable  account  of 
economic  behavior — an  account  that  will  serve  better  all  efforts 
to  raise  the  standards  of  social  welfare.  Among  these  efforts  the 
effort  to  control  the  business  cycle  is  but  one,  though  one  that 
is  in  a  most  hopeful  stage  at  present.  Here  is  a  really  progressive 
line  of  economic  research.  The  books  in  this  field  rapidly  go  out 
of  date,  because  the  later  writers  have  new  things  to  say;  they 
really  have  more  knowledge,  keener  insight,  better  technique  than 
their  predecessors.  And  yet  we  are  far  from  being  within  sight  of 
the  solution  of  our  problem. 

You  remember  Carlyle's  description  of  the  situation  of  England 
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in  1843  when  he  spent  the  first  seven  weeks  of  the  year  in  writing 
Past  and  Present. 

"England  is  full  of  wealth/'  he  wrote^  "of  multifarious  produce^ 
supply  for  human  want  in  every  kind;  yet  England  is  dying  of  in- 
anition. With  unabated  bounty  the  land  of  England  blooms  and 
grows;  waving  with  yellow  harvests;  thick-studded  with  workshops^ 
industrial  implements^  with  fifteen  millions  of  workers^  understood  to 
be  the  strongest^  the  cunningest^  and  the  willingest  our  Earth  ever 
had ;  these  men  are  here^  the  work  they  have  done^  the  fruit  they  have 
realized  is  here^  abundant^  exuberant^  on  every  hand  of  us :  and  behold^ 
some  baleful  fiat  as  of  Enchantment  has  gone  forth^  sayings  'Touch  it 
not  ye  workers,  ye  master-workers,  ye  master-idlers;  none  of  you  can 
touch  it,  no  man  of  you  shall  be  the  better  for  it;  this  is  enchanted 
fruit.'  " 

It  is  true  that  Carlyle  made  the  grave  mistake  of  supposing 
that  this  condition  of  aiFairs  was  a  chronic  instead  of  an  intermit- 
tant  disease  of  the  body  politic ;  but  for  all  that  his  description 
applies  as  well  to  the  United  States  in  1921  as  to  England  in 
1843.  And  this  description  points  straight  to  the  heart  of  the 
difficulty  which  we  must  face  in  our  efforts  to  control  the  business 
cycle. 

This  past  year  millions  of  us  have  been  idle  when  we  wished  to 
work,  billions  of  dollars  worth  of  plant  and  machinery  have  stood 
unused  when  the  owners  longed  to  start  their  furnaces,  and  what 
we  wanted  to  produce  we  needed  to  consume.  The  Edict  of  En- 
chantment which  forbade  us  to  do  what  we  wished  was  pronounced 
by  the  Money  Economy.  We  are  periodically  mastered  by  this 
social  machinery  we  have  made,  and  stand  idle  and  needy  at  its 
bidding.  For  with  all  its  efficiency  the  Money  Economy  has  a 
fundamental  defect — ^it  warps  the  aim  of  our  economic  activity. 
What  we  want  as  human  beings  is  to  make  serviceable  goods. 
What  we  are  compelled  to  do  as  citizens  of  the  money  economy  is 
to  make  money.  And  when  for  any  reason  it  is  not  profitable  to 
make  goods  we  are  forced  to  sacrifice  our  wiU  as  human  beings  to 
our  will  as  money  makers.     That  is  the  heart  of  the  paradox. 

If  I  am  right  about  this  fundamental  matter,  I  can  hardly  be 
wrong  in  taking  an  optimistic  view  of  the  future.  For  since  the 
money  economy  is  a  complex  of  human  institutions,  it  is  subject 
to  amendment.  What  we  have  to  do  is  to  find  out  just  how  the 
rules  of  our  own  making  thwart  our  wishes  and  to  change  them 
in  detail  or  change  them  drastically  as  the  case  may  require. 
Not  that  this  task  is  easy.     On  the  contrary,  the  work  of  analysis 
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is  difficult  intellectually  and  the  work  of  devising  remedies  and 
putting  them  into  effect  is  harder  still.  But  one  has  slender 
confidence  in  the  vitality  of  the  race  and  in  the  power  of  scientific 
method  if  he  thinks  a  task  of  this  technical  sort  is  beyond  man's 
power. 

To  do  our  large  share  in  this  work  as  economists  we  must 
develop  our  contribution  to  the  theory  of  human  behavior 
along  three  lines.  First,  we  must  make  an  increasingly  thorough 
use  of  quantitative  analysis,  cooperating  vigorously  in  the  efforts 
at  securing  better  statistical  data  on  the  one  side,  and  on  the 
other  side  utilizing  such  data  as  we  have  to  the  best  advantage. 
Secondly,  we  must  be  clear  in  our  own  minds  about  the  role  which 
institutions  play  in  guiding  our  behavior.  Among  these  institu- 
tions none  is  more  important  than  the  money  economy.  No  one 
cares  deeply  for  what  Professor  Fetter  calls  "price  economics" 
on  its  own  account.  All  of  us  agree  with  him  that  our  ultimate 
aim  is  social  welfare.  But  we  cannot  promote  social  welfare 
effectively  without  finding  where  our  dominating  pecuniary  insti- 
tutions serve  us  well  and  where  they  serve  us  ill.  So  we  have  the 
best  of  reasons  from  the  viewpoint  of  "welfare  economics"  itself 
for  devoting  much  of  our  attention  to  the  technical  exigencies 
of  the  price  system.  Finally,  I  think  we  must  adopt  a  cour- 
ageously constructive  attitude  toward  our  problem.  " — Social 
science  seems  to  me,"  said  John  Dewey  in  1917,  "to  stand  about 
where  physical  science  stood  three  centuries  ago  in  the  early 
years  of  the  seventeenth  century.  There  is  the  same  halting  and 
obstructed  tendency  to  move  from  the  attitude  of  the  outside 
spectator,  classifier,  and  justifier  of  things  as  they  are  outwardly 
given  to  that  of  the  active  participant  and  modifier,  from  that  of 
wholesale  organization  to  that  of  retail  reorganization."*  Let 
us  join  whole-heartedly  in  that  movement,  cultivating  an  experi- 
mental habit  of  mind,  and  endeavoring  to  add  our  mites  to  the 
knowledge  that  may  some  day  give  mankind  control  over  their  own 
behavior. 

"'The  Need  for  Social  Psychology,"  Psychological  Review,  July,  1917;  XXIV, 
276. 


CONTROLLING  BUSINESS  CYCLES— DISCUSSION 

N.  I.  Stone. — Business  cycles  with  their  concomitants  of  business 
booms  and  business  depressions  are  characteristic  of  the  capitalist 
system.  I  prefer  the  term  "capitalistic"  to  that  of  "money  economy" 
used  by  Professor  Mitchell^  because  the  economic  system  which  pre- 
vailed in  the  days  of  the  guilds  when  the  producer  was  both  worker 
and  owner  of  the  means  of  production^  was  also  a  money  economy. 
For^  to  use  Professor  Mitchell's  test^  under  that  pre-capitalistic  in- 
dustrial system  the  primary  function  of  man  in  society^  the  making 
of  serviceable  goods^  took  the  form  of  making  money ^  as  it  does  now. 
Else^  St.  Thomas  Aquinas  and  other  mediaeval  writers  would  not  have 
been  writing  learned  disquisitions  on  the  subject  of  a  "justum  pre- 
tium."  But  the  money  economy  of  their  day  did  not  move  in  cycles. 
Marx's  claim  that  the  phenomenon  of  recurring  business  depressions 
is  peculiar  to  the  modern  capitalistic  system  has  never  been  disputed^ 
to  my  knowledge^  by  any  economic  writer.  The  Socialist  indictment 
of  the  capitalist  system  for  its  failure  to  function  properly  in  what  is 
the  sole  mission  of  its  existence^  has  remained  unanswered^  for  as 
Professor  Mitchell  says,  Carlyle's  moving  description  of  the  tragedy 
of  British  life  in  1843  "applies  as  well  to  the  United  States  in  1921." 

The  significance  of  Professor  Mitchell's  paper,  to  my  mind,  lies  in 
the  fact  that  the  science  of  economics,  and  particularly  applied  econo- 
mics, is  awakening  to  the  realization  of  the  fact  that  paralysis  of 
industry  with  unemployment  and  starvation  need  no  more  follow  in 
the  wake  of  the  downward  swing  of  industrial  cycles  than  freezing 
to  death  need  be  caused  by  the  winter  phase  of  the  weather  cycle. 
This  new  conception  marks  a  turning  point  in  the  progress  of  economic 
thought.  Its  successful  application  will  give  a  new  lease  of  life  to 
our  industrial  order,  and  will  make  impossible  the  cataclysm  which 
Marx  predicted  as  the  inevitable  consequence  of  the  choking  of  the 
capitalistic  system  with  the  productive  forces  it  has  conjured  up. 

The  power  of  the  Federal  Reserve  Board  to  regulate  the  flow  of 
credit  is  so  great  and  all-pervading  as  naturally  to  suggest  the  idea 
of  its  being  used  as  a  means  of  controlling  the  ebb  and  flow  of  indus- 
try. The  thought  is  not  new,  as  that  is  just  what  the  Bank  of  England 
has  been  trying  to  do  in  Great  Britain  for  more  than  half  a  century. 
The  new  departure  is  in  Professor  Mitchell's  and  Professor  Sprague's 
suggestion  to  adjust  the  discount  rate  not  with  a  view  solely  to  finan- 
cial tests,  such  as  the  reserve  ratio,  but  by  direct  reliance  on  indus- 
trial symptoms  such  as  an  index  number  of  physical  production. 

Since  the  bank  is  but  the  handmaiden  of  industry,  there  can  be  no 
valid  objection  to  the  proposition,  except  on  the  score  of  its  feasibility. 
The  latter  is  merely  a  matter  of  improved  technique  in  our  statistics 
of  production   and  of  wholesale  and  retail  trade,  which  have  been 
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woefully  neglected  hitherto^  but  which  can  be  made  available  with 
adequate  promptness  and  accuracy^  once  their  need  and  usefulness 
are  clearly  realized.  The  proposition  involves  a  much  more  intimate 
insight  into  the  problems  of  industry  on  the  part  of  controllers  of 
credit  than  they  have  had  any  need  of  acquiring  in  the  past.  Inci- 
dentally^ it  opens  up  a  new  avenue  for  practical  service  to  the  economist 
and  the  statistician. 

But  the  use  of  the  discount  rate  as  a  means  of  reg^ating  our  busi- 
ness cycles  can  not  be  regarded  as  a  panacea  for  industrial  crises. 
The  discount  rate  may  help  regulate;  it  can  not  create.  It  can  be 
made  to  perform  the  functions  of  the  flywheel  and  the  governor  in  a 
steam  engine.  The  steam  engine^  like  our  industrial  apparatus,  does 
its  work  in  cycles.  At  each  extreme  point  of  condensation  and  expan- 
sion of  the  steam,  which  coincides  with  the  rise  and  fall  of  the  piston, 
the  piston  rod  gets  to  what  the  engineers  call  a  dead  point;  because 
of  its  motion  in  a  straight  line,  the  piston  rod — ^and  with  it  the  engine 
— ^would  come  to  a  dead  stop  at  either  extreme  if  it  were  not  for  the 
flywheel,  which  by  the  force  of  its  momentum  continues  to  revolve 
and  by  means  of  the  connecting  crank  starts  the  piston  back  on  its 
journey  to  the  opposite  extreme  from  which  it  is  brought  out  again 
by  the  revolving  momentum  of  the  flywheel. 

The  varying  loads  of  work  to  which  the  steam  engine  is  subjected 
in  its  cyclical  operation  would  break  it  down  if  it  were  not  for  the 
"governor,"  a  little  centrifugal  device  which  automatically  reduces  or 
increases  the  flow  of  steam  to  the  cylinder  in  response  to  the  varying 
needs  of  the  work. 

But  neither  the  flywheel  nor  the  governor  will  keep  the  engine 
going  indefinitely,  if  the  fire  goes  out  under  the  boiler  and  the  flow 
of  steam  stops  for  good.  By  the  same  token,  increased  or  reduced 
rates  of  discount  wiU  not  alone  maintain  our  industry  on  an  even  keel. 
An  advance  in  the  discount  rate  will  reduce  industrial  activity  and, 
with  it,  opportunities  for  employment;  a  reduction  in  the  rate  will 
not  of  itself  start  up  industries  for  whose  product  there  is  no  ready 
market.  Back  of  it  all  there  must  be  the  live  steam  of  an  effective 
economic  demand  for  goods  on  the  part  of  an  employed  population. 
The  remedy  for  unemployment  is  employment.  It  is  at  this  point 
that  a  regulated  system  of  public  works,  and  a  more  intelligently 
adjusted  operation  of  privately  owned  plants  comes  into  play. 

Let  me  dwell  on  the  privately  owned  plant  first.  The  movement 
for  continuity  of  production  in  such  plants,  which  had  its  beginning 
in  Great  Britain,  is  as  yet  in  its  infancy  in  this  country.  Enough 
however,  has  been  done  by  way  of  demonstration  to  indicate  the  pos- 
sibilities in  this  direction.  I  happen  to  be  in  charge  of  one  of  three 
large  clothing  plants  in  this  country  which  deliberately  set  about  to 
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operate  on  an  even  keel  throughout  the  year  and  have  been  successful 
in  their  efforts.  If  this  could  be  achieved  in  an  industry  which  is 
proverbially  seasonal  and  is  the  first  to  feel  the  quickening  and  dead- 
ening effects  of  good  and  bad  times^  and  is  moreover  subject  to  changes 
in  style^  if  the  Dennison  Company  could  regularize  its  manufacture  of 
Christmas  goods  throughout  the  year^  not  to  speak  of  other  examples^ 
is  it  too  much  to  expect  that  the  steel  industry  might  regularize  the 
production  of  steel  billets  and  rods  and  rails? 

Unfortunately^  progress  in  this  field  is  dependent  on  individual 
initiative  and  intelligent  study^  and  requires  an  outlook  beyond  the 
horizon  of  the  counting-room  of  the  individual  business^  which  is  a 
rare  asset  in  our  industrial  world.  In  so  far  as  it  can  be  stimulated 
by  a  direct  and  palpable  financial  incentive^  the  proposal  for  unem- 
*^loyment  insurance  with  a  premium  for  each  industrial  plant  based 
on  the  amount  of  unemployment  in  that  plant,  contains  great  educa- 
tional possibilities  (educational  for  our  captains  of  industry)  apart 
from  the  immediate  relief  from  want  for  millions  of  people,  idle 
through  no  fault  of  their  own. 

More  important,  because  of  its  more  concentrated  effect,  is  emer- 
gency employment  which  can  be  furnished  through  public  works. 
When  it  is  considered  that  the  amounts  spent  by  our  federal,  state, 
county,  and  municipal  governments  on  buildings,  roads,  bridges,  tun- 
nels, canals,  harbors,  docks,  irrigation,  drainage,  and  the  deepening 
of  rivers  run  into  hundreds  of  millions,  if  not  billions,  of  dollars  per 
annum,  the  tremendous  power  which  the  damming  up  of  these  sources 
of  employment  in  flush  years  and  turning  them  loose  upon  the  market 
when  industrial  activity  slackens  would  have  in  stimulating  employ- 
ment can  hardly  be  overestimated. 

The  indirect  effects  would  be  even  greater  than  the  direct,  for  the 
billions  of  dollars  thus  expended  upon  necessary  materials,  equip- 
ment, and  wages  would  have  their  repercussive  effect  upon  every 
industry  in  the  land  like  the  ripples  which  spread  from  a  stone  thrown 
into  still  water.  The  effective  demand  for  every  commodity  which  is 
produced  for  the  satisfaction  of  human  wants  on  the  part  of  the  work- 
ers and  their  families  directly  employed  in  these  public  works  and 
indirectly  employed  in  furnishing  the  building  materials  and  equip- 
ment, would  have  a  quickening  effect  on  every  industry  in  the  country. 
Only  in  this  way  would  banks  feel  prompted  to  extend  credit  to 
industries  and  make  effective  use  of  the  reduction  of  the  discount  rate 
by  the  Federal  Reserve  Board. 

It  would  thus  seem  that,  if  we  are  to  cope  successfully  with  the  evil 
effect  of  industrial  depression,  both  devices  will  have  to  be  used  to 
supplement  one  another.  Although  the  difficulties  in  the  way  of  a 
comprehensive  handling  of  the  problem  are  so  great  as  to  have  seem- 
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ed  insurmountable  until  recently,  the  outlook  at  present  seems  prom- 
ising. Already  the  federal  government  has  greatly  stimulated  the 
building  of  roads  by  its  system  of  sharing  the  cost  of  construction  with 
the  states.  The  unemployment  conference  under  the  leadership  of 
Secretary  Hoover  has  resulted  in  prompting  public  authorities  to 
push  public  works  at  this  time  to  the  limit  of  their  authority.  What 
we  need  most,  is  legislation  which  would  permit  our  public  authorities 
to  expend  the  appropriations  for  public  works  at  such  times  as  condi- 
tions will  warrant  over  a  period  of  say  five  to  ten  years,  instead  of 
their  being  available  only  for  the  current  fiscal  year,  as  is  the  present 
rule. 

Senator  Kenyon's  measure  entitled  "A  Bill  To  Prepare  For  Future 
Cyclical  Periods  of  Depression  and  Unemployment  by  Systems  of 
Public  Works"  introduced  in  the  United  States  Senate  last  month 
aims  at  this  end.  Though  susceptible  of  improvement  in  detail,  it 
would  go  far  toward  approaching  this  goal.  In  addition,  it  vests  the 
Secretary  of  Commerce  with  power  to  publish  monthly  reports  on 
business  conditions  and  to  "obtain  such  additional  facts  and  statistics 
as  may  be  necessary  to  carry  out  the  provisions"  of  the  bill.  Under 
this  simple  provision,  it  would  be  possible,  under  the  bold  leadership 
for  which  the  present  head  of  the  Department  of  Commerce  is  known, 
to  organize  the  collection  of  the  statistical  information  which  Profes- 
sor Mitchell  has  outlined  as  so  urgently  necessary,  and  the  foundation 
would  thus  be  laid  for  still  greater  achievement  in  the  future. 

Both  from  the  broad  viewpoint  of  the  best  interests  of  the  country 
and  from  that  of  our  immediate  interest  as  workmen  in  improved  tools, 
it  behooves  us  all  to  exert  our  influence  for  the  adoption  of  the  Ken- 
yon  Bin.      (S  2749) 

W.  C.  ScHLUTER. — The  problem  of  controlling  the  wide  variations 
in  business  conditions  centers  primarily  upon  the  understanding  of 
the  workings  of  our  money  economy  and  the  principles  that  determine 
the  several  phases  of  the  business  cycle.  The  augmented  degree  of 
elasticity  that  our  credit  system  has  acquired  because  of  the  efficiency 
of  the  reorganized  banking  system  and  because  of  the  enormous  accre- 
tion to  the  gold  supply  makes  some  kind  of  control  over  the  upswing 
of  the  business  cycle  seem  necessary.  Again,  whether  considered  from 
the  private  acquisitive  or  social  viewpoint,  human  interest  in  the  mil- 
lions of  moneyless  unemployed  and  in  the  elimination  of  economic 
wastes  as  a  result  of  idle  industrial  equipment  ought  to  elicit  support 
for  plans  that  aim  to  moderate  the  business  depressions. 

The  chief  obstacles  involved  in  the  problem  which  seeks  to  devise 
ways  and  means  toward  moderating  the  upswing  and  downswing  of 
business  conditions  are  the  traditional  aversion  in  America  to  central- 
ization of  power  and  control  over  private  conduct,  and  the  traditional 
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propensity  to  acquire  immediate  profits  and  "to  cut  the  melons  as  they 
ripen."  These  two  factors  so  deeply  ingrained  in  our  habits  of  think- 
ing can  only  be  rendered  less  tenacious  by  education.  The  process  of 
education  will  take  time  and  patience^  but  the  war  has  helped  to  make 
the  average  mind  more  susceptible  to  suggestions  in  this  respect. 
Along  the  line  of  meeting  the  above  traditional  aversion  and  practice^ 
the  following  methods  of  education  should  not  be  overlooked  in  pro- 
posing plans  for  controlling  the  business  cycle.  Firsts  sufficient  data 
should  be  obtained^  not  only  for  the  purpose  of  understanding  the 
workings  of  our  money  economy  and  of  formulating  policies  of  control^ 
but  also^  and  of  no  less  importance^  the  efficient  utilization  of  the  data 
in  order  to  make  a  convincing  appeal  to  those  whose  change  of  attitude 
is  desired  in  behalf  of  the  plans  proposed  for  controlling  the  business 
cycle.  Secondly^  especially  does  it  seem  necessary  to  organize  courses 
in  business  cycles  in  the  universities  and  colleges.  These  courses 
should  involve  the  study  of  the  principles  of  business  cycles^  the  an- 
alysis of  business  conditions^  the  intelligent  and  practical  utilization 
of  the  data  offered  by  business  reporting  services  and  the  training  in 
making  scientific  business  forecasts  for  particular  businesses  as  well 
as  for  general  business  conditions. 

The  policies  of  control  to  moderate  the  upswing  of  the  business  cycle 
that  are  generally  agreed  upon  as  practical  measures  involve  the  re- 
striction on  the  uses  of  bank  credit.  Recognizing  the  basis  of  facts 
with  reference  to  the  credit  system  in  this  country,  the  relative  impor- 
tance of  the  banking  resources  held  by  the  twelve  federal  reserve  banks 
as  compared  with  those  of  the  80,000  member  and  non-member  banks 
seems  small.  It  is  difficult  to  see  how  the  control  by  the  federal 
reserve  discount  rate  can  be  made  effective  until  the  wide  elastic  mar- 
gin that  the  national  and  state  banks'  resources  possess  has  become 
narrowed  by  the  normal  economic  growth  of  the  country.  As  the 
situation  stands,  the  business. maladjustments  will  certainly  become 
serious  before  the  resources  of  the  80,000  banks  have  become  exhaust- 
ed. Besides  waiting  for  the  economic  growth  of  the  country,  or 
perhaps  a  loss  of  gold  through  export,  to  reduce  these  surplus  bank- 
ing resources,  a  concentration  movement  among  the  30,000  banks 
might  aid  control  over  credit,  but  this  development  seems  extremely 
doubtful  because  of  traditional  and  legal  restraints.  Nevertheless, 
the  immediate  fundamental  requirements  that  the  federal  reserve  dis- 
count rate  should  be  kept  above  the  market  rate  at  all  times  ought 
not  to  be  difficult  of  attainment.  The  history  of  European  central 
banking  practice,  even  though  a  greater  mobilization  of  banking 
resources  existed  there  than  in  this  country,  reveals  the  primary  need 
of  keeping  the  central  bank  discount  rate  above  the  market  rate.  And, 
since  the  English  bank  rate  was  generally  above  the  French  bank 
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ratty  while  the  German  bank  rate  was  above  the  English^  it  seems 
advisable  that  the  federal  reserve  discount  rate  should  be  kept  above 
the  German  rate^  granting  relative  comparability  of  conditions  now 
with  those  that  existed  in  the  respective  countries  before  the  war. 
The  factors  that  caused  this  difference  in  the  rates  of  Germany^  Eng- 
land^ and  France  were  the  wider  margins  of  profits  in  industry  plus 
the  less  determinateness  or  greater  fluctuations  of  the  market  rate. 
Since  these  factors  are  present  to  a  greater  degree  in  the  United 
States^  the  reasons  for  higher  discount  rates  become  apparent.  Again^ 
it  must  be  recognized  that  the  central  bank  rates  in  Europe  before  the 
war  had  an  additional  significance  for  those  countries  because  of  the 
preponderance  of  foreign  trade  relative  to  the  domestic  trade  and  the 
close  interrelation  of  the  European  credit  markets^  making  thus  neces- 
sary  the  use  of  the  bank  rate  to  conserve  the  already  economically 
used  banking  resources  for  the  respective  countries. 

The  problem  of  long-range  planning  of  capital  expenditures  to 
moderate  the  business  depressions  involves  certain  practical  difficul- 
ties. The  traditional  dividend  policies  of  concerns  as  well  as  the 
attitude  of  the  investors  would  make  the  adoption  of  such  plans  on 
the  part  of  private  enterprises  quite  improbable.  The  methods  of 
managing  business  capital  would  have  to  undergo  considerable  changes 
in  the  direction  of  meeting  scientific  standards  of  capital  requirements 
over  long  periods.  Such  also  would  be  the  difficulties  if  the  plan 
were  adopted  by  railroads  and  public  utilities.  The  undertaking  of 
capital  expenditures  in  periods  of  depression  should  only  be  attempt- 
ed if  an  effective  control  over  the  uses  of  credit  could  be  established. 
The  billions  of  dollars  that  could  be  thus  expended  with  the  employ- 
ment of  the  necessary  labor  would  contain  all  the  seeds  of  a  business 
boom.  There  are  other  considerations.  The  strain  in  the  investment 
market  is  only  relieved  after  the  decline  in  business  activity  has  set  in. 
The  conditions  for  capital  application  become  favorable  after  the 
disorganization  and  unemployment  of  the  personnel  in  the  industrial 
plants  has  already  taken  place.  The  business  readjustments  upon  a 
new  basis  of  cost  would  render  the  calculations  of  the  amount  of  cap- 
ital required  very  indeterminate.  The  immobility  of  labor  would 
necessarily  limit  the  scope  of  the  possible  reemployment  of  labor. 
Perhaps  only  the  laborers  in  the  construction  industries  would  be 
benefited  unless  the  whole  business  system  would  again  be  stimulated 
into  a  state  of  revival.  Finally,  the  interferences  with  the  liquidation 
process  that  would  become  possible  under  such  plans  might  place 
undue  burden  upon  the  marginal  laborers  and  business  concerns.  The 
irregularities  in  the  movement  of  prices  might  also  become  greater  if 
capital  expenditures  were  undertaken  in  periods  of  depression.  If  it 
is  true  that  we  are  entering  a  long  period  of  falling  prices  with  inter- 
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mittent  short-time  price  recoveries^  the  application  of  these  plans 
would  probably  meet  with  more  unfavorable  conditions. 

Nevertheless^  these  difficulties  are  only  pointed  out  here  to  open  up 
further  aspects  of  the  problem  of  controlling  the  business  cycle  by 
these  proposed  schemes.  Practical  tests  of  well  devised  plans  along 
these  lines  should  meet  with  the  support  of  those  interested.  These 
experiments  should  be  welcomed. 

In  conclusion,  it  might  be  suggested  that  there  is  another  approach 
to  the  problem  of  controlling  the  business  cycle  which  has  thus  far 
not  been  wisely  sponsored.  Dr.  W.  C.  Mitchell  has  pointed  out  in 
a  scholarly  manner  the  fundamental  nature  of  our  money  economy, 
the  necessity  of  procuring  adequate  data  with  reference  to  its  work- 
ings in  order  to  effect  better  means  of  control  toward  the  end  of 
greater  human  welfare.  It  is  difficult  to  disagree  with  him  in  this 
matter.  Then,  must  we  not  recognize  that  a  more  coherent  organiza- 
tion of  the  money  economy  would  offer  a  better  basis  for  control  and 
more  homogeneous  data  with  reference  to  its  workings  upon  which 
policies  of  control  could  be  better  formulated?  Economic  evolution 
is  distinctly  toward  concentration  of  markets  and  of  business  enter- 
prises in  tfie  industrial  as  well  as  in  the  financial  field.  It  is  only 
necessary  to  point  to  the  development  of  the  system  of  industrial  and 
banking  Eartels  in  Germany  before  the  war.  Since  the  war  the 
movement  toward  concentration  of  business  enterprises  has  received 
added  impetus.  The  recent  experiences  in  England  and  Germany 
offer  illuminating  evidence.  The  movement  has  struck  root  in  this 
country.  As  examples,  one  might  cite  the  Cleveland  bank  consolida- 
tion, the  proposed  steel  combine  of  the  independent  concerns,  and  the 
Ford  industrial  integration.  It  is  true  that  the  traditional  aversion 
in  America  toward  consolidation  and  combination  of  business  enter- 
prises is  deeply  rooted.  But  the  development  is  obviously  in  that 
direction.  Federal  supervision  over  the  large  business  concentrations 
might  be  substituted  for  the  present  harrassing  state  control.  Would 
not  efficient,  directive  policies  inaugurated  toward  the  end  of  properly 
fostering  the  movement  of  concentration  in  American  fields  of  bank- 
ing and  industry  lead  toward  a  better  organization  of  our  business 
system,  more  homogeneous  data  as  a  basis  of  control,  and  be  more 
fruitful  of  results  over  a  given  period  than  the  various  plans  pro- 
posed.^ Would  not  some  consolidation  within  the  80,000  banks  in 
this  country  aid  toward  the  control  of  credit?  Would  not  production 
and  prices  become  more  stabilized  and  the  prices  in  the  price  system 
keep  a  more  consistent  relation  toward  each  other  under  a  system  of 
fl^reater  business  concentration?  Recognizing  the  practical  limitation 
upon  the  size  of  business  units  which  would  involve  the  law  of  dimin- 
ishing returns  in  productive  efficiency,  nevertheless,  the  tying  together 
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of  the  various  large  enterprises  could  be  obtained  through  Kartelling 
as^  for  example^  in  Germany  and  England.  It  is  realized  that  these 
suggestions  open  up  intricate  and  vital  questions,  but  policies  formu- 
lated along  these  lines  would  lead  to  a  more  expeditious  control  of  our 
business  life,  for  we  would  be  swimming  with  the  current  of  develop- 
ment of  our  industrial  and  financial  enterprises. 

Walter  W.  Stewart. — The  preceding  papers  have  raised,  in  sharp 
fashion,  this  question :  Can  men  learn  to  control  the  institutions  under 
which  they  live  or  must  men  continue  to  be  controlled  by  them  ? 

Professor  Mitchell  believes  that  since  these  institutions  are  rules 
of  our  own  making  they  are  subject  to  amendment;  that  in  order  to 
carry  out  a  revision  we  need  fuller  statistical  information,  a  clearer 
comprehension  of  the  influence  of  institutions  upon  our  economic 
behavior,  and  a  courageously  constructive  attitude  toward  the  prob- 
lem. My  comments  bear  upon  these  last  two  points,  upon  the  influence 
of  institutions  and  upon  the  attitude  of  economists.  More  specifically, 
I  wish  to  consider  the  consequences  for  investors  and  for  workers  of 
the  business  policy  pursued  during  depressions,  and  to  suggest  a 
method,  by  which  further  control  might  be  secured. 

The  primary  consideration  of  the  corporate  management  during  a 
period  of  depression,  when  earnings  are  declining,  is  to  protect  the 
solvency  and  credit  of  the  corporation.  In  pursuit  of  this  policy  pro- 
vision is  conmionly  made  toward  stabilizing  the  incomes  of  investors 
in  corporate  securities.  A  default  in  interest  payments  leads  to  such 
serious  financial  consequences  that  the  management  bends  every  effort 
to  maintain  the  income  of  bondholders  even  though  these  payments 
cannot  be  met  out  of  current  earnings.  Likewise  the  harm  done  to 
the  future  credit  position  of  the  corporation  by  passing  or  reducing 
its  dividends  puts  pressure  upon  the  management  to  maintain  also  the 
dividend  payments;  the  surplus  earnings  of  the  prosperous  years  are, 
therefore,  made  available  to  the  owners  of  stock  during  years  of  de- 
pression. Thus  during  the  present  year  of  depression  the  profits  of 
corporations  have  declined  abruptly,  yet  the  monthly  distributions  of 
interest  and  dividends  have  continued  as  in  prosperous  years. 

In  contrast,  during  the  year  1921  the  wage  incomes  of  approxi- 
mately 4,000,000  industrial  workers  completely  disappeared.  This, 
too,  is  part  of  the  accepted  policy  for  dealing  with  a  depression  when 
the  financial  position  of  the  corporation  is  at  stake.  Confronted  with 
unprofitable  markets  the  management  decreases  the  pay  roll  by  the 
discharge  of  workmen.  When  production  ceases  to  be  profitable  a 
decrease  of  even  25  per  cent  in  wage  rates  appears  ordinarily  not  to 
be  a  sufficient  protection  to  the  corporate  property;  what  is  usually 
required  is  a  complete  cessation  of  wage  payments  by  the  discharge 
of  workmen.     The  only  way,  apparently,  by  which  large  economies 
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can  be  made  when  prices  are  declining  is  at  the  expense  of  labor. 
The  maintenance  of  the  pay  roll  is  a  problem  of  greater  magnitude 
than  the  maintenance  of  interest  payments — a  problem  which  corpora- 
tions have  not  solved,  and  which,  acting  individuaUj  and  competi- 
tively, they  probably  cannot  solve.  The  pay  roll  cannot  be  maintained 
without  a  maintenance  of  production.  Production  and  solvency  can- 
not both  be  maintained  at  a  time  when  there  is  no  market  for  the 
product.  Under  these  conditions  a  decrease  in  the  pay  roll  by  the 
discharge  of  workers  is  as  essential  to  corporate  solvency  as  the  main- 
tenance of  interest  payments. 

Unemployment  among  industrial  workers  is  the  corollary  of  the 
decreased  production  of  manufactured  goods.  The  sequence  by  which 
this  reduction  of  output  proceeds  cumulatively  from  one  industry  to 
another  and  back  again  to  the  place  of  beginning  is  familiar  enough. 
Each  successive  corporation,  in  the  effort  to  sav^  itself,  increases  the 
difficulties  for  all;  its  discharge  of  workers  cuts  off  the  buying  power 
from  which  orders  ultimately  arise.  Such  a  policy,  though  perhaps 
expedient  or  necessary  when  corporations  act  individually  and  com- 
petitively, is  ruinous  collectively. 

Unemployment  is  not  the  outcome  of  deliberate  intention;  rather 
it  is  the  unintended  consequence  of  a  policy  with  other  aims.  But 
the  consequences  are  none  the  less  severe  because  they  are  unintended. 
In  like  manner  the  provisions  for  stabilizing  the  incomes  of  investors 
are  not  thought  of  by  the  management  as  methods  of  dealing  with  the 
business  cycle;  they  are  the  by-products  of  a  policy  intended  to  avoid 
bankruptcy  and  protect  credit.  In  the  control  of  business  cycles, 
however,  we  are  less  concerned  with  the  intentions  of  the  corporate 
management  than  with  the  consequences  of  a  business  policy  upon 
economic  behavior  and  welfare.  The  point  is,  that  a  policy  based 
upon  financial  considerations  which  bring  a  degree  of  security  to 
the  investors  brings  insecurity  to  the  workers. 

Investors  are  doubtless  more  willing  to  bear  patiently  with  the 
irregularities  of  production  and  employment  than  they  would  be  if 
their  incomes  and  investments  suffered  in  proportion  to  the  irregular- 
ity of  corporate  earnings.  Farmers  and  city  workers,  however,  who 
have  borne  the  brunt  of  the  depression,  appear  to  be  less  patient. 
Their  incomes  have  suffered  most  heavily  and  they  are  in  a  mood  to 
revise  the  accepted  rules  for  dealing  with  a  depression.  If  construc- 
tive changes  could  now  be  proposed,  their  interest  might  be  enlisted 
and  a  greater  stabilization  of  industry  secured. 

There  have  been  suggestions  for  the  stabilization  of  price  and  pro- 
duction through  the  control  of  credit  by  the  Federal  Reserve  Board. 
Perhaps  economists  turn  toward  banking  as  a  means  of  control  be- 
cause the  Reserve  Board  seems  to  be  the  only  organization  acting  in 
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the  public  interest  which  has  the  authority  and  power  to  make  its  deci- 
sions effective.  I  agree  that  in  its  rediscount  policy  the  Federal  Reserve 
Board  should  keep  in  mind  the  price  level  and  the  production  level  as 
well  as  the  reserve  ratio  and  prevailing  conditions  of  credit.  A  change 
in  the  rediscount  rate,  however,  is  a  feeble  instrument  for  making 
effective  a  judgment  and  a  will  which  may  differ  from  the  will  of  the 
banking  and  business  community.  The  primary  decisions  which  deter- 
mine the  volume  and  character  of  bank  loans  are  made  at  the  place  of 
original  discount.  In  fact,  the  rediscount  policy  of  1920  was  finally 
made  effective  not  by  the  advance  in  the  rate  of  rediscount  alone  but  by 
the  actual  discrimination  at  the  source  against  certain  kinds  of  loans. 
Those  who  approach  the  problem  of  industrial  stabilization  through 
the  control  of  credit  do  not  ordinarily  contemplate  the  rationing  of 
bank  loans  by  a  central  authority,  yet  it  is  probable  that  if  the  attempt 
were  made  to  restrict  the  total  volume  of  loans  at  a  time  when  bank- 
ing reserves  were  still  adequate  the  policy  would  be  brought  face  to 
face  with  that  issue. 

Entirely  apart  from  the  effectiveness  of  the  rediscount  policy, 
however,  the  character  of  the  organization  of  the  Federal  Reserve  Sys- 
tem has  shown  the  possibilities  of  a  certain  type  of  economic  organ- 
ization. The  experience  in  the  recent  crisis  proved  the  wisdom  of 
transferring  certain  functions  which  formerly  were  under  competitive 
management  to  a  board  whose  decisions  and  actions  are  free  from 
the  pressure  of  business  competition.  It  will  be  remembered  that 
so  long  as  the  responsibility  for  the  ultimate  banking  reserves  re- 
mained with  the  bankers'  banks  in  New  York  the  policy  pursued  in 
a  crisis  did  not  permit  the  making  of  loans  to  solvent  borrowers,  nor 
did  it  prevent  a  suspension  of  cash  payments.  Each  banker,  in  the 
effort  to  save  himself,  created  a  situation  from  which  none  could  es- 
cape, and  the  crisis  became  a  panic.  Finally  the  Federal  Reserve  Act 
made  a  distinction  between  the  management  of  a  banking  system  and 
tlic  management  of  a  bank,  and  took  the  final  responsibility  for  re- 
serves out  of  the  hands  of  the  individual  bankers.  Banking  panics 
had  arisen  out  of  the  competitive  management  of  banking  reserves; 
they  disappeared  when  those  reserves  were  centralized  and  brought 
under  a  unified  control. 

The  uncontrolled  and  competitive  management  of  production  and 
the  free  and  competitive  determination  of  price  now  lead  to  conse- 
quences quite  as  disastrous.  Buying  power  depends  upon  both  price 
and  output,  and  a  collapse  of  either — at  the  farm  or  in  the  factory — 
causes  a  breakdown  in  the  exchange  of  goods.  A  proper  organization 
of  that  vast  system  of  markets  and  prices  which  stands  between  and 
connects  the  farm  and  the  factory  would  cause  the  products  from 
these  two  sources  to  mutually  and  continuously  support  one  another. 
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It  is  possible  that  by  a  redistribution  of  functions  in  the  fields  of  pro- 
duction and  price  control  could  be  established.  In  all  save  certain 
specific  matters  discretion  could  be  left  with  the  individual  business 
enterprise^  but  in  other  matters  the  decisions  might  be  made  by  an 
agency  organized  on  a  non-competitive  basis  and  acting  in  the  inter- 
est of  the  general  welfare.  The  need  for  protecting  competitors  from 
themselves  is  as  great  in  the  field  of  production  as  it  was  in  the  field 
of  banking.  A  plan  which  attempts  that  might  run  counter  to  the 
accepted  principles  of  competitive  management^  but  so  did  the  plan 
for  the  reorganization  of  banking.  The  problem  of  controlling  the 
business  cycle  is  a  large  undertaking,  and  we  need  not  delude  our- 
selves that  it  can  be  achieved  by  slight  modifications  in  the  existing 
scheme  of  qontrol. 

Whether  the  men  of  this  generation  learn  to  control  the  institutions 
of  the  money  economy  depends,  in  large  part,  upon  the  attitude  to- 
ward the  problem  taken  by  the  economists.  If  economists  continue 
to  believe  that  corrections  will  automatically  be  applied  by  the  free 
and  unregulated  operation  of  market  forces,  then  the  cyclical  fluc- 
tuations of  business  may  continue  much  as  they  have  in  the  past. 
Those  price  oscillations  which  prevent  production  and  disturb  indus- 
try will  continue,  along  with  other  price  changes  which  are  useful  in 
the  guidance  of  production,  until  the  economists  undertake  to  disting- 
uish between  the  two.  If  the  price  system  need  not  yield  periodically 
to  the  action  of  the  planet  Venus,  then  surely  it  might  be  expected  to 
show  some  resistance  to  the  action  of  "natural  law."  Natural  law  in 
the  industrial  world  is  a  statement  of  the  consequences  which  flow 
from  rules  of  our  own  making.  A  modification  of  these  consequences 
as  they  appear  in  business  cycles  can  be  secured  only  by  a  revision  of 
the  rules.  Any  such  revision  inevitably  carries  with  it  some  risks, 
but  farmers  and  workers,  I  imagine,  might  be  willing  to  share  in  these 
new  risks  as  a  means  of  avoiding  or  sharing  with  others  the  risks 
which  they  now  bear  alone.  Economists,  by  participating  in  the 
revision,  might  help  to  make  the  new  rules  practicable  and  adequate. 


THE  PRESENT  POSITION  OF  AMERICAN  TRADE 
UNIONISM 

By  George  E.  Baenett 
Johns  Hopkins  University 

The  present  paper  falls  into  three  parts:  (1)  a  discussion  of 
the  growth  of  membership  of  American  trade  unions  from  1897  to 
1920;  (2)  an  analysis  of  the  great  increase  in  membership  since 
1915;  and,  (3)  a  consideration  of  the  factors  making  for  the 
growth  or  decline  in  membership  in  the  immediate  future. 

Membership  is,  of  course,  not  the  sole  criterion  of  the  success 
or  failure  of  trade  unionism.  Other  elements  must  be  taken  into 
account.  The  legal  position  of  trade  unions,  as  it  changes  from 
time  to  time,  is  a  matter  of  moment,  although  as  history  has  so 
frequently  shown,  the  effect  on  trade  unionism  of  adverse  legal 
decisions  is  almost  always  exaggerated.  The  conception  enter- 
tained by  trade  unionists  of  the  relation  of  organized  labor  to 
the  existing  economic  machine  may  very  well  be  a  determining 
element  in  the  position  of  trade  unionism.  But  when  allowances 
have  been  made  for  the  relatively  slow  changes  in  other  factors, 
the  movement  of  membership  may  be  regarded  as  the  most  im- 
portant single  consideration  in  estimating  the  growing  or  waning 
influence  of  trade  unionism.  The  enormous  growth  in  the  mem- 
bership of  the  American  unions  since  1915  may  properly  be  con- 
sidered the  most  significant  feature  of  recent  trade-union  history. 
The  significance  of  this  increase  can  be  understood,  however, 
only  when  it  is  projected  against  the  background  of  the  course  of 
trade-union  membership  for  a  number  of  years. 

Before  attempting  to  sketch  the  history  of  trade-union  mem- 
bership in  the  United  States  since  1897,  however,  I  should  say  a 
few  words  as  to  the  statistics  of  membership  which  I  am  using. 
Since  the  figures  of  membership  published  by  the  American  Feder- 
ation of  Labor  include  only  the  membership  of  affiliated  national 
unions,  and  since  no  official  bureau  in  the  United  States,  either 
federal  or  state,  concerns  itself  to  assemble  the  statistics  of  na- 
tional unions,  I  attempted  some  years  since  to  estimate  as  closely 
as  possible  the  membership  of  American  national  unions  since 
1897.  The  results  of  this  study,  covering  the  period  from  1897 
to  1914  inclusive,  were  published  in  the  Quarterly  Journal  of 
Economics  for  October,  1916.  These  statistics  have  been  carried 
through  1920  by  the  same  methods  used  in  the  earlier  study.     It 
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is  unnecessary  to  take  time  here  to  describe  these  methods,  since 
they  have  been  fully  set  forth  in  the  article  cited.  To  avoid  the 
possibility  of  misunderstanding,  one  point  however,  should  be 
made  clear.  The  statistics  which  I  have  used  include  the  Cana- 
dian membership  of  national  trade  unions  which  also  have  mem- 
bers in  the  United  States,  but  do  not  include  the  membership  of 
independent  local  unions  in  the  United  States.  Since  the  member- 
ship of  these  local  unions  approximately  equals  that  of  the  Cana- 
dian local  unions  affiliated  with  international  unions,  the  figures 
may  be  regarded  as  fairly  representative  of  the  membership  of 
trade  unions  in  the  United  States.  Even  if  they  somewhat  exag- 
gerate that  membership,  the  relative  movement  shown  by  the 
figures  is  correct,  since  the  movement  of  trade-union  membership 
in  Canada,  as  we  know  from  the  very  careful  estimates  of  member- 
ship made  since  1910  by  the  Canadian  Department  of  Labour, 
has  been  almost  identical  with  that  in  the  United  States. 

The  history  of  trade-union  membership  in  the  United  States 
since  1897  may  be  divided  into  four  distinct  periods:  (1)  From 
1897  to  1904,  the  membership  increased  from  a  half  million  to 
over  two  million,  every  year  in  this  period  showing  an  increase. 
(2)  From  1904  to  1910,  trade-union  membership  oscillated  around 
the  2,000,000  mark,  showing  no  trend  either  upward  or  down- 
ward. (3)  Beginning  in  1910,  a  pronounced  upward  movement 
became  manifest.  From  1910  to  1913  the  membership  of  Ameri- 
can trade  unions  rose  from  two  million  to  nearly  two  and  three- 
quarter  millions.  This  movement  was  reversed  in  1914  by  the 
beginning  of  the  industrial  depression  and  by  the  outbreak  of 
the  Great  War.  By  1915,  trade-union  membership  had  fallen  to 
approximately  two  and  one-half  millions.  (4)  In  1915  a  great 
upward  movement  began.  This  movement  did  not  slacken  with 
the  Armstice,  but  continued  in  full  force  until  1920,  at  which 
time  the  number  of  trade  unionists  was  only  slightly  short  of  five 
million. 

From  a  study  of  the  statistics  two  conclusions,  important  for 
the  present  purpose,  may  be  deduced: 

1.  The  increase  in  membership  since  1915  has  been  unpre- 
cedented in  the  history  of  American  trade  unionism.  In  no  other 
period  of  equal  length,  except  in  the  years  from  1897  to  1903, 
was  there  an  equally  large  percentage  of  increase  and  at  no 
time  has  the  increase  in  absolute  numbers  been  so  great. 
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2.  Heretofore  the  recession  in  membership,  even  in  times  of 
extended  industrial  depression,  has  never  been  more  than  10  per 
cent. 

If  history  repeats  itself,  American  trade  unionism  will  have 
at  the  beginning  of  the  next  period  of  prosperity  a  far  larger 
part  of  the  working  class  enrolled  in  its  ranks  than  ever  before. 
To  take  only  the  crudest  comparative  figures:  in  1910,  the  mem- 
bership of  American  trade  unions  was  5.6  per  cent  of  the  gain- 
fully occupied  persons;  in  1920,  according  to  the  preliminary 
occupation  statistics,  it  was  12  per  cent  of  the  number  of  gain- 
fully occupied  persons.  From  1900  to  1910,  the  membership 
increased  only  from  3.5  to  5.6  per  cent  of  the  gainfully  occupied. 
But  the  conditions  under  which  this  great  increase  in  member- 
ship has  been  attained  are  unique  and  before  judgment  is  passed 
upon  the  probable  future  of  trade-union  membership,  it  will  be 
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desirable  to  analyze  in  some  detail  this  phenomenal  growth  in 
order  to  ascertain  whether  the  increase  in  membership  was  spread 
equally  over  all  industries  or  was  concentrated  on  a  few.  For 
the  purposes  of  this  analysis,  it  seems  best  to  compare  the  statis- 
tics of  membership  for  1920  with  those  for  1913,  since  1913  was 
also  a  peak  year  and  a  comparison  with  1915  exaggerates  some- 
what the  actual  increase.  I  have  divided  American  trade  unions 
into  fifteen  classes,  corresponding  roughly  to  the  industries  of  the 
country.  Statistics  of  membership  for  these  industries  are  only 
rough  approximations,  since  it  is  not  possible  to  allocate  the 
membership  of  the  unions  among  the  industries  in  which  they  are 
actually  employed.  For  example,  all  the  members  of  the  Machin- 
ists* Union  have  been  placed  under  Metal  and  Engineering  in- 
dustries, although  many  are  employed  in  railroad  shops.  But 
when  allowance  is  made  for  these  defects,  certain  broad  conclu- 
sions may  be  drawn  from  the  tables.  The  first  is  that  the  in- 
crease in  membership  in  different  industries  has  been  very  unequal. 
In  five  of  the  industrial  groups,  the  increase  has  been  negligible. 
In  order  of  importance,  they  are  (1)  Mining  and  Quarrying;  (2) 
Food,  Liquor  and  Tobacco;  (3)  Theatres  and  Music;  (4)  Chemi- 
cals, Clay,  Glass  and  Stone;  and  (5)  Lumber  and  Woodworking. 
In  a  second  group  of  industries,  considerable  percentage  in- 
creases of  membership  occurred,  but  on  account  of  the  small 
number  of  trade  unionists  in  these  industries,  the  total  addition 
to  trade-union  membership  was  small.  The  industries  in  this 
group  are:  (1)  Textiles,  (2)  Leather,  (3)  Paper,  Printing  and 
Bookbinding,  (4)  Restaurant  and  Trade,  and  (5)  Public  Service. 
The  increases  in  trade-union  membership  in  these  groups  was 
responsible  for  a  total  increase  of  300,000,  or  less  than  one- 
seventh  of  the  total  increase  from  1913  to  1920. 

Leaving  out  of  account  the  miscellaneous  group,  which  is  not 
important  in  numbers,  the  four  remaining  groups — (1)  Building, 
(2)  Metal,  Machinery  and  Shipbuilding,  (3)  Clothing,  and  (4) 
Transportation — are  responsible  for  1,800,000  of  the  two  and 
one-quarter  million  increase  from  1913  to  1920.  It  seems  obvious, 
therefore,  that  the  inmiediate  future  of  American  trade-union 
membership  is  largely  dependent  upon  its  future  in  these  in- 
dustries. 

When  the  increases  in  these  industries  are  compared,  it  appears 
that  of  the  increase  of  1,800,000  approximately  700,000  is  attrib- 
utable to  transportation.     But  even  this  large  increase  by  no 
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means  represents  the  full  importance  of  transportation  in  the 
increase  of  trade-union  membership  from  1913  to  1920.  A  very 
considerable  part  of  the  increases  credited  to  the  building  and 
metal  groups  is  properly  ascribable  to  the  transportation  group. 
Unfortunately,  no  exact  statement  of  the  total  increase  which 
should  be  credited  to  transporation  can  be  made.  But  it  is 
within  bounds  to  say  that  1,000,000  of  the  total  increase  of  two 
and  a  quarter  millions  since  1913  are  to  be  found  in  transporta- 
tion, and  that  of  these  about  700,000  are  in  the  railway  service. 
It  is  a  significant  fact  also  that  in  the  railway  service,  taken  as 
a  whole,  the  great  increase  in  membership  has  occurred  since  1918. 
The  increase  in  trade-union  membership  from  1919  to  1920,  ex- 
ceeding tjiat  in  any  other  year,  was,  indeed,  chiefly  attributable  to 
the  rapid  growth  of  trade  unionism  in  the  railway  service. 

In  view  of  the  large  part  played  by  the  railroad  unions  in  the 
increase  of  membership,  the  consideration  of  the  probable  imme- 
diate future  of  American  trade-union  membership  may  be  ap- 
proached best  by  dealing  first  with  the  railroad  unions.  This 
division  of  the  question  is  justified,  not  only  by  the  great  relative 
increase  in  the  membership  of  these  unions,  but  even  more  by 
certain  conditions  peculiar  to  the  railway  service,  which  affect 
materially  trade-union  membership.  In  all  the  four  great  in- 
dustrial groups — ^Building,  Metals,  Clothing,  and  Transportation, 
which,  as  shown  above,  contributed  four-fifths  of  the  total  in- 
crease in  trade-union  membership  from  1915  to  1920 — ^the  growth 
of  trade  unionism  was  greatly  stimulated  by  direct  governmental 
action.  These  were  the  war  industries  par  excellence  and  the  inter- 
vention of  the  government  in  one  way  or  another  to  preserve 
industrial  peace  resulted  in  all  of  them  in  great  increases  in  mem- 
bership. The  forms  of  governmental  intervention  which  produced 
this  result  varied  from  industry  to  industry,  but  in  all  industries 
except  transportation  governmental  intervention  has  ceased. 
Some  account  must  be  taken  of  the  continuing  effects  of  the  activi- 
ties of  the  government.  It  is  possible  that  trade  unionism  has 
been  given  such  an  impetus  in  the  clothing  trades,  for  example, 
that  it  will  for  a  time  retain  its  stronger  hold.  But  unless  rein- 
forced by  some  other  factor,  as,  for  example,  restriction  of  immi- 
gration, there  is  no  reason  to  believe  that  governmental  inter- 
vention has  produced  in  any  of  these  industries,  except  trans- 
portation, permanent  results.  But  in  the  railway  service,  the 
end  of  the  war  was  not  the  end  of  governmental  intervention.     As 
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far  as  any  one  can  now  see,  the  system  of  judicial  determination 
of  wages  and  working  conditions  set  up  by  the  Esch-Cummins  Act 
is  a  permanent  institution. 

The  effects  of  the  continuance  of  governmental  control  on  the 
membership  of  the  railway  unions  is  twofold.  In  the  first  place, 
the  membership  of  the  unions  is  protected  against  the  more  impor- 
tant disintegrating  influences  of  a  time  of  depression.  There 
can  be  no  building  up  of  non-union  establishments  and  no  diver- 
sion of  work  to  non-unionists.  There  has  been  some  loss  of  mem- 
bership directly  through  unemployment,  but  this  loss  is  easily 
recouped.  The  second  effect  of  the  continuance  of  government 
control  has  been  the  extension  of  certain  rules  which  were  a 
powerful  force  in  some  of  the  unions  prior  to  governmental  inter- 
vention in  attracting  and  holding  members.  The  outstanding 
feature  of  trade  unionism  on  the  railways  until  recently  has  been 
the  high  state  of  organization  among  the  workmen  making  up  the 
train  crews,  and  to  a  less  extent  in  the  shops,  and  the  low  state  of 
organization  elsewhere.  This  difference  is  explicable  partly  by 
the  fact  that  the  members  of  the  train  crews  are  more  necessary 
to  the  operation  of  the  road,  partly  by  the  higher  average  intelli- 
gence of  these  workmen.  Through  the  use  of  these  elements  of 
strength,  the  brotherhoods  had  won  on  all  the  roads  the  right  to 
organize  and  to  bargain  collectively.  Under  the  governmental 
operation  of  the  roads  and  under  the  Labor  Board,  the  right  to 
organize  and  to  bargain  collectively  has  been  given  to  all  groups 
of  employees,  no  matter  how  easily  replaceable.  But  the  right 
to  organize  alone  would  have  produced  far  less  significant  re- 
sults in  an  increase  of  membership  than  those  actually  attained. 
It  is  one  of  the  curious  although  little  observed  phenomena  of 
American  trade  unionism  that  the  railway  brotherhoods,  although 
not  availing  themselves  of  the  aid  of  the  closed  shop,  have  been 
able  to  bring  into  membership  larger  proportions  of  the  men  in 
their  trades  than  any  other  unions  of  equal  or  even  approxi- 
mately equal  size.  The  opponents  of  the  closed  shop,  indeed,  have 
occasionally  called  attention  to  the  success  of  the  brotherhoods, 
and  have  argued  therefrom  the  uselessness  of  the  closed  shop  as  a 
means  of  gaining  and  holding  members. 

The  explanation  of  the  great  success  of  the  brotherhoods  ap- 
pears to  lie  in  certain  provisions  in  the  agreements  with  the 
roads  secured  at  a  very  early  time.  These  provisions  cover  the 
subjects  of  discipline  and  promotion  and  operate  to  give  every 
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member  of  the  brotherhoods  a  direct  personal  interest  in  the 
activities  of  his  union.  It  is  a  fact  of  common  observation  in 
the  study  of  trade  unions  that  those  unions  are  strongest,  other 
things  being  equal,  in  which  the  work  of  the  union  affects  the 
member  solely  as  an  individual. 

The  desire  to  raise  wages  or  shorten  hours  is  a  mass  desire  and 
in  experience  has  proved  less  strong  than  the  desire  to  resist  unjust 
discharge  or  discrimination.  Where  a  piece  rate,  for  example, 
must  be  the  subject  of  constant  bargaining,  the  desire  of  the 
worker  to  put  behind  himself  the  strength  of  the  union  is  appar- 
ently more  effective  than  the  desire  to  cooperate  in  raising  the 
standard  rate.  In  any  group,  a  large  number  of  men  are  willing 
to  leave  to  their  fellows  the  task  of  carrying  on  collective  bar- 
gaining for  those  things  the  common  benefit  from  which  will  accrue 
to  the  entire  group,  but  very  few  men  will  refrain  from  group 
action  where  the  end  to  be  sought  is  peculiar,  and  individual  to 
themselves.  The  coal  miner  who  expects  to  find  himself  in  a  con- 
troversy with  his  employer  over  deadwork  will  join  the  union, 
although  he  might  not  do  so  if  the  only  question  likely  to  come 
up  was  the  matter  of  the  standard  rate  and  there  were  no  check- 
off- 

The  National  Agreements  concluded  between  the  railway  unions 
and  the  Railway  Administration  contain  in  somewhat  modified 
form  the  provisions  as  to  discipline  and  promotion  which  for 
many  years  have  been  in  the  agreements  of  the  brotherhoods. 
These  provisions  will  prove  a  powerful  force  for  holding  member- 
ship. 

If  we  turn  now  to  the  unions  not  included  in  the  railway  group 
the  outlook  is  far  less  promising.  In  the  clothing  industries 
the  restriction  of  immigration  has  lessened  the  danger  of  non- 
union competition,  but,  broadly  speaking,  no  essential  change  in 
condition  has  occurred. 

Will  the  experience  of  the  past  be  repeated  ?  I  have  said  above 
that  since  1897  the  recession  in  trade-union  membership  in  no 
period  of  business  depression  has  been  more  than  ten  per  cent. 
Will  the  American  unions  emerge  from  the  present  industrial 
depression  with  no  greater  loss  than  this?  Since  the  main  diffi- 
culty in  the  retention  of  membership,  apart  from  actual  loss 
through  unemployment,  lies  in  the  necessity  for  a  readjustment 
of  wages  to  the  general  level  of  prices,  the  gravity  of  the  problem 
is  determined  primarily  by  the  amount  of  the  change  in  the  general 
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level  of  prices.  The  rapid  and  great  fall  in  prices  has  presented 
to  the  American  unions  a  problem  which  differs  markedly  in 
degree  from  any  which  they  have  ever  faced.  The  nearest  approach 
was  the  period  of  deflation  after  the  Civil  War.  But  as  trade 
unionism  was  unimportant  in  the  United  States  at  that  time,  the 
analogy  is  not  helpful. 

Prediction  is  hazardous,  but  there  are  indications  in  such  re- 
ports of  union  membership  as  are  available  that  the  fall  in  trade- 
union  membership,  with  the  exception  of  the  membership  of  the 
railway  unions,  will  far  exceed  the  loss  suffered  in  previous  periods. 
How  great  the  loss  will  be  will  depend  largely  upon  the  tactical 
skill  with  which  the  unions  are  managed  during  the  period  of 
depression. 

Trade  unions  function  best  under  a  regime  of  static  prices. 
The  problems  to  be  envisaged  in  a  period  of  declining  prices,  and 
the  conditions  which  must  be  taken  into  account,  vary  widely 
from  union  to  union.  Those  unions  which  are  protected  by  long- 
time arbitration  contracts  have  least  to  apprehend.  But  where 
such  contracts  do  not  exist,  the  unions  must  face  the  issue  of 
changes  in  wages,  and  a  decision  as  to  proper  policy  is  extremely 
difficult  to  make.  First  to  be  taken  into  account  is  the  power 
of  the  union  to  resist,  and  the  factors  to  be  reckoned  here  include 
the  growth  of  non-union  competition  and  the  possible  replacement 
of  union  men  by  non-unionists.  Secondly,  the  union,  in  theory 
at  any  rate,  should  consider  the  effect  on  the  amount  of  employ- 
ment of  a  change  in  wage  rates.  As  to  neither  of  these  two  sets 
of  conditions  is  there  available  information  which  is  even  approxi- 
mately exact  enough  for  the  purpose  in  hand. 

But  even  more  important  than  the  lack  of  exact  information 
is  the  reluctance  of  trade  unions,  especially  of  the  rank  and  file, 
to  guide  their  policies  by  purely  competitive,  economic  considera- 
tions. The  trade  union  exists  in  a  world  ruled  by  economic 
factors,  but  it  has  adopted  as  its  ruling  principle  the  dictum 
that  labor  is  not  a  commodity.  I  do  not  raise  the  question  as  to 
whether  that  is  a  sound  principle,  but  it  is  certainly  a  principle 
on  which  it  is  difficult  to  act  in  a  period  of  falling  prices  and  at 
the  same  time  to  preserve  intact  or  approximately  intact  the 
strength  of  the  unions. 
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MEMBERSHIP  OF  AMERICAN  TRADE  UNIONS,  1915-lWO. 

(00*8  omitted) 

UnkM  othenviae  indicated  the  daU  contained  in  this  Uble  were  obtained  from  the  reports  of  the  Ameri- 
can Pedeiatioa  of  Labor.    Figures  in  italics  were  obtahied  from  the  proceedings  of  the  anion 
or  by  correspondence  with  the  central  office  of  the  union. 


Name  of  Union 

1915 

1916 

1917 

1918 

1919 

1920 

Mining  AND  Quarrying 
Mine,  Mill  and  Smelt.  Workers 

167 

3116 

36 

161 

3180 

35 

179 

3520 

35 

167 

4134 

31 

178 

3938 

30 

211 

United  Mine  Workers 

3936 

Quarry  Workers 

30 

Total  in  Group 

3319 

3376 

3734 

4332 

4146 

4177 

Building  Trades 
Bricklayers  and  Masons 

759 

123 

111 

1940 

16 

30 

12 

12 

362 

27 

10 

319 

16 

753 

183 

410 

178 

6 

60 

738 

14B 

80 

2128 

28 
12 
14 

362 
28 
10 

324 
6 

782 

184 

m 

175 

6 

60 

785 
160 
t 
2472 

28 
12 

16 
415 

29 

10 
324 

10 
852 
190 
620 
176 
6 

60 

716 
186 

3217 

25 

12 
t 
544 

29 

16 
367 

10 
845 
190 
600 
183 
6 

60 

662 

241 

3460 

t 
10 

i3i2 

30 

18 
400 

10 
827 
190 
600 
202 
6 

60 

736 

Bridge  and  Iron  Workers 

277 

Building  Laborers 

Carpenters,  United 

3719 

Cement  Workers 

Ceramic  Tile  Layers 

Composition  Roofers 

Compressed  Air  Workers 

18 

Electrical  Workers 

1392 

Elevator  Constructors 

31 

Heat  and  Asbestos  Workers 

22 

Hod  Carriers 

420 

Marble  Workers 

12 

Painters 

1031 

Plasterers 

194 

Plumbers 

760 

Sheet  MeUl  Workers 

218 

Slate  and  Tile  Roofers 

t 

Wood  and  Metal  Lathers 

59 

Total  in  Group 

5327 

5529 

6065 

7006 

8018 

8879 

Metal,  Machinery,   and   Siupbuilding 
Blacksmiths 

85 

97 

182 

172 

2 

3 

*32 

8 

67 

53 

1009 

116 

500 

65 

.     2 

308 

1 

12 

3 

120 

'3i2 

196 

2 

4 

**36 

13 

110 

43 

1125 

120 

500 

70 

t 

'390 

1 

17 

3 

183 

655 

232 

2 

4 

"28 

33 

161 

48 

1436 

135 

500 

88 

534 
1 

19 
3 

283 

'849 

381 

2 

5 

18 

26 

54 

197 

51 

2546 

130 

500 

90 

1664 

1 

19 

3 

483 

Blast  Furnace  Workers .' 

Boiler  Makers 

Automobile,  Aircraft,  etc 

173 

130 

3 

3 

1030 
464 

Cutting  Die  Makers 

2 

Diamond  Workers 

6 

Draftmen  s  Union 

35 

Engineers,  Amalgamated 

34 

6 

65 

t 

Foundry  Employees 

91 

L  S.  and  Tin  Workers 

315 

Jewelry  Workers 

81 

Machinists 

719 

110 

500 

65 

3 

293 

1 

11 

3 

3308 

Metal  Polishers 

126 

Moldere 

500 

Pattern  Makers 

90 

Pocket  Knife  Grinders 

Railway  Carmen 

1821 

Saw  Smiths 

1 

Stove  Mounters 

19 

Wire  Weavers 

4 

Total  in  Group 

2204 

2631 

3055 

3962 

6169 

8365 

t  Union  disbanded  or  amalgamated  with  another  anion. 
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Name  of  Union 

1916 

1916 

1917 

1918 

1919 

1920 

Paper,  Printing  and  Bookbinding 
Bookbinders 

85 
35 
4 
5 
45 
48 

4 

227 

43 

93 
42 
4 
6 
62 
51 

4 

290 

44 

"12 

1 

49 

3 

607 

114 

46 

4 

5 

64 

51 

4 

330 

65 

"i3 

1 

62 

3 

616 

145 

49 

4 

5 

60 

51 

340 
80 

"12 

1 

53 

3 

633 

164 
66 

t 

5 
57 
60 

340 
84 

1 
13 

1 
64 

J.7 

207 

Lithojuaphers 

61 

Lith,  Press  Feeders 

Machine  Pri  ntere .  x ............  x ...  ^ .    . . 

5 

P^per  Makers 

74 

Photo  Eng^ravers. 

69 

Poster  Artists 

4 

Printing  Pressmen 

360 

Pulp  and  Paper  Mill  Workers 

95 

Steel  Plate  Engravers 

2 

Steel  Plate  Printers 

13 
1 

49 

2 

691 

14 

Steel  Plate  Transferrers 

1 

69 

Tip  Printers 

'typographical  Union 

706 

Total  in  Group 

1152 

1267 

1368 

1440 

1476 

1636 

Lumber  and  Woodworking 
Box  Makers  and  Sawyers 

110 
39 
10 

7 

80 

36 

10 

4 

"39 
11 

70 
39 
15 
5 
2 
40 
12 

t 

40 
20 

t 

23 
48 
12 

"46 
20 

"32 
66 
10 

Coopers ". 

43 

Piano  and  Oigan  Workers 

32 

Shii^le  Weavers 

Timber  Workers 

101 

35 
10 

66 

Wood  Carvers 

12 

Total  in  Group 

211 

180 

183 

143 

157 

244 

Chemical,    Clay,    Glass    and    Stone 
Brick  and  Clay  Workers 

29 
94 

100 
11 

135 

78 

2 

44 

38 

32 
94 

100 

t 

131 

77 

3 

43 

4i 

28 

98 

100 

'i25 

76 

3 

41 

46 

26 

99 

100 

'ii9 

78 

4 

42 

43 

27 

95 

100 

'i67 

74 

3 

39 

37 

62 

Flint  Glass  Workers.    . 

99 

Glass  Bottle  Blowers 

100 

CTlass  Work,  Amal 

Granite  Cutters 

105 

Potters,  Operative 

80 

Powder  Workers 

3 

Stone  Cutters 

40 

Wndow  Glass  Workers 

38 

Total  in  Group 

631 

621 

517 

610 

482 

617 

Food,  Liquor  and  Tobacco 

158 

620 

394 

39 

175 

496 

377 

34 

189 

450 

416 

32 

204 

450 

395 

33 

210 

400 

363 

42 

275 

341 

Cigar  Makers 

388 

152 

Total  in  Group 

1111 

1082 

1087 

1082 

1015 

1156 

Restaurant  and    Trade 
Butcher  Workmen 

18 

606 

60 

61 

150 

17 

690 

60 

73 

160 

16 

646 

60 

96 

160 

t 

662 

60 

291 

160 

'608 

60 

663 

150 

Hotel  Employees 

604 

Hotel  Workers 

60 

Meat  Cutters 

653 

Retail  Clerks 

208 

Total  in  Group. 

885 

880 

967 

1143 

1471 

1516 

t  Union  dubanded  or  amalgamated  with  another  union. 
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Name  of  Union 

1916 

1916 

1917 

1918 

1919 

1920 

Textile 
Elastic  Goring  Weavers 

1 

12 

5 

4 

22 

189 

1 

11 

5 

4 

22 

255 

1 

12 

5 

4 

22 

371 

1 

12 

5 

4 

22 

459 

1 
9 
5 
4 
22 
558 

1 

Lace  Operatives 

9 

Machine  Textile  Printers 

5 

Print  Cutters 

4 

Spinners , 

22 

Textile  Workers 

1049 

Total  in  Group 

233 

298 

415 

503 

599 

1090 

Clothing. 
Cloth  Hat  Workers 

30 
380 
422 
10 
85 
653 
120 

63 
480 
430 
10 
85 
851 
120 

88 

670 

449 

8 

85 
823 
120 

94 

810 

459 

7 

91 
895 
120 

96 
1440 
460 
7 
100 
905 
120 

106 

Clothing  Workers,  Amal 

1770 

Garment  Workers 

459 

Glove  Workers 

10 

Hatters 

105 

Ladies  Garment  Workers 

1054 

Tailors 

120 

Total  in  Group 

1700 

2039 

2143 

2476 

3127 

3624 

Leather. 

Boot  and  Shoe  Workers 

Horse  Goods,  Workers  on . . 

Leather  Workers 

Shoe  Workers  United , 

Traveling  Goods 


Total  in  Group  , 


356 
18 


IW 
9 


503 


390 
18 

160 
10 


568 


396 
t 

32 
200 

t 


628 


358 
BSO 


629 


368 

"67 
S90 


467 

iir 
sso 


825       914 


Transportation. 

Commercial  Tel^raphers 

Locomotive  Engineers 

Locomotive  Firemen 

Longshoremen 

Maintenance  of  Way  Employees. 

Marine  Engineers 

Masters,  Mates  and  Pilots 

Pavers 

Paving  Cutters 

Railroad  Patrolmen 

Railroad  Signalmen 

Railroad  Station  Agents 

Railroad  Stationmen 

Railroad  Station  Employees 

Railroad  Telegraphers 

Railroad  Trainmen 

Railway  Clerks 

Railroad  Conductors 

Seamen 

Steam  Shovelmen 

Sleeping  Car  Conductors 

Street  and  Electric  Railway  Employees.. 

Switchmen 

Teamsters 

Tunnel  Constructors 


Total  in  Group 5760 


10 

737 

831 

250 

81 

91 

45 

16 

35 


8 
36 


134 

250 

1306 

50 
486 
160 

27 


589 
90 

516 
15 


10 

729 

936 

250 

89 

93 

40 

15 

33 

"'9 
36 

"m 

250 
1432 

51 
481 
217 

20 

646 
93 

590 
27 


6233 


10 

10 

20 

762 

808 

831 

1030 

1134 

1233 

255 

260 

313 

97 

56 

542 

106 

79 

128 

43 

48 

62 

15 

17 

18 

32 

32 

26 

"*8 

"9 

"62 

40 

46 

60 

61 

46 

222 

294 

327 

272 

377 

446 

1691 

I8I4 

1969 

68 

172 

714 

487 

603 

624 

322 

371 

427 

29 

37 

60 

'737 

786 

897 

102 

107 

118 

703 

729 

756 

34 

24 

20 

6954 

T77^ 

9588 

22 

869 

1269 

740 

600 

170 

71 

19 

26 

26 

123 

88 

33 

362 

487 

1846 

1860 

660 

659 

80 

12 

987 

140 

1108 

30 
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Name  of  Union 

1915 

1916 

1917 

1918 

1919 

1920 

Thratrbs   and    Music 
Actors 

87 
600 
180 

90 
600 
181 

47 
604 
186 

30 

660 
186 

30 
664 
185 

69 

Musicians 

700 

Theatrkal  Stage  Employees 

196 

Total  in  Group 

867 

871 

837 

866 

869 

965 

Public  Service 
Federal  Employees 

"3SI 

260 

42 

135 

27 

27 

81 

"328 

260 

81 

134 

'*2i 

109 
23 
326 
260 
101 
136 

"io 

204 
154 
339 
260 
145 
W 

"28 

386 

Fire  F^hters 

221 

Letter  Carriers 

332 
260 

32 
133 

20 

224 

Post  Office  Clerks 

260 

Post  Office  Clerks,  Federal 

Railway  Mail  Assoc  . 

162 
148 

Railway  Postal  Clerks 

Teachers,  Am.  Fed.  of 

93 

Total  in  group 

767 

815 

895 

953 

1267 

1606 

Miscellaneous 
Barbers 

341 

14 

7 

2 

238 

37 

57 

41 

359 

15 

8 

2 

362 

57 

58 

43 

"VIQ 
210 

398 

16 

7 

2 

584 

81 

54 

46 

*i76 
220 

384 

16 

7 

2 

666 

100 

64 

65 

"\7\ 
230 

359 
16 
10 
t 

652 

108 

64 

60 

46 

205 

250 

442 

Bill  Postera. 

16 

Broom  Makers 

14 

Brush  Makers 

Trade  and  Fed.  Un 

868 

Fur  Workers 

121 

Hcn^se  Shoers 

64 

Laundry  Workers 

67 

Oil  and  Gas  Well 

209 

Stationary  Firemen. ......  x 

160 
210 

296 

Steam  Engineers . 

320 

Total  in  Group. ....... 

1107 

1274 

1677 

1684 

1769 

240r7 

Total  in  all  Groups 

25677 

27654 

30415 

34502 

40958 

49243 

t  Ufljon  disbanded  or  amalgamated  with  another  union. 


CONSTITUTIONAL  GOVERNMENT  IN  AMERICAN 
INDUSTRIES 

By  Wm.  M.  Leisebson 
^  Chairman,  Board  of  Arbitration,  Men*s  Clothing  Industry, 

New  York 

1.  '  The  Goai.  of  Trade  Unionism 

" . . . .  The  goal  of  trade  unionism,"  wrote  Professor  John  R. 
Commons  fifteen  years  ago,  "is  the  trade  agreement.  This  im- 
plies the  equal  organization  of  employers  and  the  settlement  of 
a  wage  scale  and  conditions  of  work  through  conferences  of  rep- 
resentatives. The  trade  agreement  must  be  distinguished  from 
^arbitration,'  which,  properly  speaking,  is  the  reference  of  dis- 
putes to  an  umpire.  Far  from  being  a  simple  solution  of  that 
kind,  it  is  a  form  of  constitutional  government,  with  its  legisla- 
tive, executive  and  judicial  branches,  its  common  law  and  statute 
law,  its  penalties  and  sanctions.'** 

Ten  or  twelve  years  later.  Professor  Robert  F.  Hoxie,  whose 
untimely  death  cut  short  some  very  fruitful  studies  of  trade 
unionism,  wrote  in  quite  a  different  strain : 

"There  are  in  the  United  States  today  hundreds  of  union  organiza- 
tions^ each  practically  independent  or  sovereign^  and  each  with  its  own 
and  often  peculiar  aims^  policies^  demands^  methods^  attitudes^  and 
internal  regulations.  Nor  is  there  any  visible  or  tangible  bond^  how- 
ever tenuous^  that  unites  these  organizations  into  a  single  whole .... 

"Thus  the  scope  and  character  of  union  ideals  and  methods  have  been 
as  broad  and  diverse  as  the  conscious  common  needs  and  conditions 
of  the  groups  of  workers  entering  into  the  organization.  Some  unions 
have  confined  themselves  to  attempts  to  deal  directly  with  their  imme- 
diate employers  and  their  immediate  conditions  of  work  and  pay; 
others  have  emphasized  mutual  aid  and  education;  still  others  have 
enlarged  their  field  of  action  to  include  all  employers  and  all  condi- 
tions— economic^  legal^  and  social .... 

"In  shorty  there  is  unionism  and  unionism.  But^  looking  at  matters 
concretely^  and  realistically^  there  is  no  single  thing  tiiat  can  be 
taken  as  unionism  per  se/'* 

Here  we  have  two  of  our  leading  students  of  labor  organizations 
differing  completely  regarding  the  fundamental  nature  of  the 
subject  matter  with  which  they  have  to  deal.  One  assumes  that 
there  is  such  a  thing  as  unionism  and  that  its  goal  is  the  trade 

^Commons,  J.  R.:  Trade  Unionism  and  Labor  Problems,  Introdaetion,  p.  vii. 
'Hoxie,  Robert  F.,  Trade  Unionism  in  the  United  States,  Ch.  II,  pp.  88,  85, 
86,87. 


American  Trade  Umonism  57 

agreement.  The  other  says  there  is  no  single  thing  that  can  be 
taken  as  unionism,  but  that  there  are  distinct  types  of  unions 
with  different  goals. 

Hoxie  proceeded  to  classify  the  different  types.  He  mentions 
the  structural  forms  that  have  long  been  recognized,  i.e.,  cratt 
union,  industrial  union,  trades  union  or  trades  assembly,  and  the 
labor  union.  But  he  goes  further  and  distinguishes  four  func- 
tional types  of  unionism  which  he  names  ^^business  unionism," 
"friendly  or  uplift  unionism,"  "revolutionary  unionism,"  and 
"predatory  unionism." 

Commons  does  not  seem  to  have  elaborated  his  view  of  the 
unity  of  unionism  with  its  single  goal,  and  in  the  new  edition  of 
his  Trade  Unionism  and  Labor  Problems^  published  this  year,  he 
has  omitted  the  statement  quoted  at  the  beginning  of  this  paper. 
However,  in  his  History  of  Labor  in  the  United  States,  published 
in  1918,  we  find  repeated  reiteration  of  the  idea  that  the  goal  of 
trade  unionism  is  the  trade  agreement. 

"The  ideal  of  the  trade  agreement  was  the  main  achievement  of  the 
nineties.  It  led  the  way  from  an  industrial  system  which  alternately 
was  either  despotism  or  anarchy  to  a  constitutional  form  of  govern- 
ment in  industry". 

"At  present  the  trade  agreement  is  one  of  the  most  generally  accept- 
ed principles  in  the  American  labor  movement.  It  is  professed  by 
the  'pure  and  simple'  trade  unionists  and  by  the  great  majority  of  their 
socialist  opponents.  Those  who  reject  it  are  a  very  small  minority 
composed  principally  of  the  sympathizers  with  the  Industrial  Workers 
of  the  World."" 

These  divergent  views  of  Professors  Commons  and  Hoxie  have 
been  quoted  at  some  length  because  they  represent  the  main 
trends  of  opinion  among  American  students  of  labor  organiza- 
tions. And  we  believe  that  the  fruitfulness  of  future  researches 
in  the  labor  field  will  depend  quite  largely  on  clearing  up  this 
difference  of  opinion.  Either  the  two  views  will  have  to  be  recon- 
ciled, or  one  of  them  must  be  proved  erroneous.  The  two  views 
are  not  even  clearly  distinguished,  and  some  writers  unconsciously 
change  from  one  to  the  other,  with  natural  confusion  to  their 
conclusions.  Clear  thinking  requires  that  we  shall  know  whether 
there  is  a  unity  in  the  labor  organizations  that  we  study,  whether 
there  is  a  normal  trade  unionism  with  a  more  or  less  conscious 
goal,  or  whether  there  is  a  multitude  of  unionisms  with  distinct 

"Commons,  J.  R.:  History  of  Labor  in  the  United  States,  Vol.  II,  pp.  519 
and  527. 
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types  and  distinct  goals.  Obviously,  classifications,  reasoning, 
and  conclusions  will  differ  greatly  as  we  adopt  the  one  view  or 
the  other. 

Is  Hoxie's  "business  unionism"  any  different  from  "revolution- 
ary unionism"  when  both  attend  to  business?  The  Amalgamat- 
ed Clothing  Workers  of  America  is  considered  too  revolutionary 
and  bolshevistic  to  belong  to  the  American  Federation  of  Labor. 
It  was  supposed  to  have  split  from  the  conservative,  business 
unionism  of  the  United  Garment  Workers  because  its  members 
were  radical  and  revolutionary.  But  its  entire  growth  and  suc- 
cess has  been  characterized  by  the  establishment  of  business 
relations  and  trade  agreements  with  the  employers  in  the  men's 
clothing  industry.  Similarly,  the  International  Ladies'  Garment 
Workers,  the  International  Association  of  Machinists,  and,  to 
some  extent  also,  the  United  Mine  Workers  are  radical  unions, 
sometimes  called  revolutionary.  Nevertheless,  in  so  far  as  these 
organizations  are  successful  in  controlling  conditions  of  em- 
ployment and  giving  their  members  a  voice  in  determining 
wages  and  working  conditions,  they  accomplish  these  results  only 
through  trade  agreements  and  business  methods  not  essentially 
different  from  the  business  unionism  of  the  stove  molders,  bottle 
blowers',  printers',  building  trades'  or  railroad  brotherhoods. 

On  the  other  hand,  the  development  of  craft  trade  agreements 
on  the  railroads  has  led  naturally  to  cooperative  action  by  all 
the  brotherhoods,  and  there  has  been  some  joint  action  also  with 
the  railroad  shop  crafts.  Thus  the  conservative  railroad  crafts 
developed  a  practical  industrial  unionism;  and  as  this  industrial 
unionism  gave  the  wage-earners  on  the  railroads  more  and  more 
power,  they  found  that  profits  and  watered  stock  interfered  with 
their  efforts;  so  their  business  unions  became  revolutionary  and 
they  promulgated  the  "Plum  Plan." 

Then  there  are  the  two  other  functional  types  of  unions: 
"friendly  or  uplift"  and  "predatory."  Hoxie  himself  admits 
that  any  union  may  become  predatory,  but  all  students  of  the 
inside  workings  of  revolutionary  unions  know  that  these,  exactly 
like  the  business  unions  of  the  building  trades  and  other  crafts,  at 
times  become  predatory,  and  levy  tribute  in  the  form  of  fines, 
graft,  hold-ups,  and  vicious  restrictive  regulations,  on  both  the 
employers  and  the  industry. 

As  to  the  "friendly  or  uplift  unionism,"  the  history  of  trade 
unionism  in  this  country  shows  that  this  is  but  an  early  stage  in 
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the  development  of  unions,  when  they  are  too  weak  to  exert  or 
even  to  assert  their  power  over  industry.  Then  they  are  like 
the  wolf  in  sheep's  clothing.  They  claim  they  are  not  organized 
for  strikes,  but  only  for  mutual  benefit  and  improvement  of  cheir 
skill.  Just  as  soon  as  cost  of  living  begins  to  go  up,  however, 
and  this  brings  them  more  members  and  more  power,  we  find  them 
striking  and  acting  in  other  ways  like  ordinary  trade  unions 
whether  conservative  or  radical.  They  usually  retain  some  in- 
surance benefit  and  educational  features,  and  most  unions  have 
these  in  one  form  or  another.  In  a  word,  the  so-called  friendly 
or  uplift  unionism  is  but  the  ordinary  unionism  in  its  minority, 
before  it  has  attained  manhood,  before  its  members  are  able  to  as- 
sert their  right  of  citizenship  in  industry.  Even  when  the  em- 
ployer himself  organizes  a  friendly  or  uplift  union  to  get  rid 
of  the  regular  trade  union  in  the  field,  as  in  the  case  of  the  Inter- 
borough  Brotherhood  of  the  New  York  rapid  transit  companies, 
he  finds  it  soon  learns  to  go  on  strike  and  to  act  like  the  ordinary 
uqipn. 

iWe  conclude,  therefore,  that  the  forms  of  trade  unionism  may 
differ;  unions  may  emphasize  different  activities,  they  may  es- 
pouse different  theoretical  ideals  of  future  industrial  relation- 
ships, and  they  may  have  different  rituals  either  spoken  or  as 
preambles  to  their  constitutions,  to  explain  their  activities;  but 
essentially  every  union  is  the  same ;  in  the  words  of  the  Webbs,  "a 
continuous  association  of  wage-earners  for  the  purpose  of  main- 
taining  or   improving  the   conditions   of   their   working   lives.'* 
This  definition,  as  the  Webbs  themselves  point  out,  does  not  imply 
the  permanent   continuance  of   the   capitalist   or  wage-system.' 
The  unions  may  aspire,  as  some  of  them  have  done,  to  a  revolu-\ 
tionary  change  in  the  industrial  organization  of  society,  but  as    \ 
long  as  they  function  as  trade  unions,  i.e.,  as  long  as  they  try  to     \ 
improve  working  conditions  for  their  members,  they  act  pretty     j 
much  alike  and  are  very  much  the  same,  even  though  emphasizing     i 
different  ideal  ends.*      And  almost  inevitably  all  successful  unions    / 
come  to  trade  agreements. 

"Sidney  and  Beatrice  Webb:  History  of  Trade  UnionUm,  (revised  edition) 
1920,  p.  1,  and  footnote. 

"Organizations  lilce  tlie  I.  W.  W.,  or  tlie  old  Socialist  Trade  and  Labor 
Alliance,  often  confuse  economists  because  they  are  apparently  trade  unions 
for  revolution  only.  But  a  careful  study  of  such  bodies  will  show  that  they 
are  either  political  parties,  and  not  trade  unions  at  all — the  test  of  membership 
being  not  whether  a  man  is  a  wage-earner,  but  rather  whether  he  believes  in 
a  certain  platform,  and  if  he  does,  even  though  a  capitalist,  whether  he  may  be 
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2.     Tbade  Agbeements  as  Industbiai.  Constitutions 

In  theoretical  discussion  some  trade  unionists  travel  very  fast 
to  socialism,  communism,  syndicalism,  bolshevism,  and  even  anar- 
chism. In  actual  practice,  however,  if  they  are  wage-earners 
trying  to  improve  their  conditions,  they  necessarily  begin  with 
their  own  shops,  with  wages  and  hours,  rules  and  discipline. 

They  find  that  the  employer  has  the  absolute  right  to  make 
and  change  these  rules,  and  that  before  they  can  improve  their 
conditions  they  must  contest  his  power  of  shop  control.  This 
they  can  only  do  by  maintaining  a  continuously  functioning  or- 
gam'zation,  which  knows  the  conditions  and  the  rules  in  the  indus- 
try and  which  is  strong  enough  to  make  the  employer  talk  about 
thos-e  rules,  discuss  their  reasonableness,  and  compromise  when 
he  finds  that  the  wage-earners  may  veto  his  acts  by  going  on 
strike.  Thus  government  by  discussion  enters  into  industry  (as 
it  did  in  the  state)  when  the  ruler  can  no  longer  arbitrarily  force 
obedience  to  his  laws,  and  must  get  the  consent  of  those  who  are 
to  obey  the  regulations. 

Then  a  parliament  is  set  up,  a  talking  place,  if  you  please,  in 
the  form  of  periodical  conferences  or  conventions  of  the  employers 
and  the  wage-earners.  The  employers  come  to  these  meetings  in 
their  own  right,  as  the  lords  of  the  industry,  the  wage-earners 
come  by  their  representatives;  so  that  a  parliamentary  form  of 
government  is  organized  with  the  employers  acting  as  a  sort  of 
House  of  Lords  and  the  union  representatives  as  a  House  of 
Commons. 

Every  trade  union,  whether  conservative  or  radical,  business 
or  revolutionary,  whether  organized  on  a  craft  or  on  an  industrial 
basis,  when  it  becomes  strong  enough  to  contest  the  power  of 
the  employers  in  the  industry  in  which  it  operates,  enters  into 
joint  conferences  or  conventions  with  them.  Ordinarily  it  is  the 
employers  who  refuse  to  meet  the  union  representatives  and 
they  have  to  be  forced  to  confer  by  means  of  a  strike.  Some- 
times, however,  when  a  union  grows  suddenly  strong,  it  attempts 
to  substitute  its  dictation  for  that  of  the  employers.  In  such 
cases  the  latter  usually  shut  down  their  plants,  and  thus  the 

a  member;  or,  if  it  is  made  up  of  wage-earners,  whether  the  numbers  are  in- 
significant, and  the  organizations  have  been  created  primarily  by  socialist  or 
revolutionary  politicians,  not  wage-earners,  as  tails  to  their  politicial  or  revo- 
lutionary kites.  Similarly,  the  so-called  predatory  and  business  unions  are 
sometimes  created  or  maintained  primarily  as  adjuncts  to  bosses'  poUticid 
machines. 
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revolutionary  unions  are  forced  by  the  employers  to  hold  confer- 
ences and  jointly  determine  conditions  of  employment. 

The  condition  that  always  brings  these  conferences  about  is 
the  equalizing  of  bargaining  power  between  the  wage-earners  and 
the  employers.  Each  may  veto  the  act  of  the  other.  And  the 
result  of  these  conferences  is  always  the  same,  an  agreement  of 
some  kind,  verbal  or  written,  which,  because  of  the  mutual  power 
to  veto,  must  necessarily  be  a  compromise.  The  agreement  lays 
down  the  conditions  of  employment,  fixes  wages  and  hours,  stip- 
ulates rules  of  discipline  and  workmanship,  provides  for  settle- 
ment of  complaints  and  disputes,  and  for  some  form  of  judicial 
interpretation  of  the  agreement. 

We  have,  then,  in  these  trade  agreements  nothing  less  than 
constitutions  for  the  industries  which  they  cover;  constitutions 
which  set  up  organs  of  government,  define  and  limit  them,  provide 
agencies  for  making,  executing,  and  interpreting  laws  for  the 
industry,  and  means  for  their  enforcement. 

There  are  hundreds  and  hundreds  of  these  agreements  now 
operating  in  this  country,  and  they  cover,  in  part,  rarely  in 
whole,  practically  every  industry  in  the  country.  Most  of  us 
are  more  or  less  familiar  with  these  agreements,  many  of  which 
have  been  studied  and  described  in  monographs.  But  these 
studies  have  usually  been  historical  and  descriptive.  The  real 
character  of  the  agreements  are  not  revealed  however,  by  the 
external  descriptions  that  have  usually  been  given.  Among  them 
will  be  found  agreements  in  all  the  stages  of  constitutional  devd- 
opment  that  political  scientists  have  found  in  the  evolution  of 
political  constitutions.  What  they  are,  what  they  really  do, 
what  they  mean  and  what  they  portend  for  industry  and  for 
society  can  be  ascertained  only  by  studying  the  kind  and  nature 
of  the  laws  that  they  make  for  industry,  by  tracing  the  develop- 
ment of  the  organs  of  government  that  make  and  enforce  the 
laws,  and  by  following  the  growth  and  the  shifting  of  power  and 
sovereignty  among  the  various  groups  and  interests  that  make  up 
the  body  politic  of  the  industrial  states  which  the  trade  agree- 
ments have  set  up. 

^ery  little  of  this  work  has  been  done,  and  here  is  a  field  for  labor  research 
that  is  most  promising  of  fruitful  results  for  political  economy  as  well  as  for 
tlie  other  social  sciences.  It  promises  us  new  knowledge  not  only  on  the  most 
outstanding  problem  of  industrial  relations,  but  also  on  problems  ot  distri- 
bution of  wealth,  government  social  psychology,  and  sodal  evolution  and  revo- 
lutions. 

It  is  primarily  to  direct  attention  to  this  field  of  research  that  the  pnaent 
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Many  trade  agreements,  for  example,  contain  clauses  to  the 
ejBfect  that  the  right  of  initiative  in  management  remains  with 
the  employer,  and  he  may  make  any  changes  in  methods  of  work 
and  use  any  machinery  for  manufacturing  that  he  sees  fit.  But 
there  is  usually  provision  also  for  protection  of  workers  against 
loss  in  wages  or  demotion  or  other  injury  that  may  result  from 
such  acts  of  the  management.  Here  we  have  the  establishment 
or  recognition  of  the  executive  branch  of  industrial  government, 
defining  its  power  and  describing  its  limitations. 

Some  agreements  state  that  the  power  of  discharge  remains 
with  the  management,  but  it  must  be  exercised  with  justice  and 
with  due  regard  for  the  rights  of  the  workers;  and  that  there 
must  be  no  discrimination.  Then  provision  is  made  for  judicial 
review  of  discharges.  And  a  few  agreements  provide  for  a  trial 
before  the  employer  may  be  authorized  to  discharge.  Here 
again  we  have  limitations  on  the  right  of  the  executive;  and 
another  limitation  commonly  made  is  that  the  employer  must 
hire  all  his  help  through  the  Union  employment  office. 

The  legislative  authority  is  rarely  defined  or  described  in 
these  trade  agreements.  It  is  plain,  however,  that  the  legisla- 
tive power  lies  in  the  joint  conferences  or  conventions  which 
frame  the  agreements;  and  the  limitation  on  the  power  is  that 
both  employers  and  union  must  agree  on  the  legislation,  which 
is  in  effect  that  the  law  must  pass  a  legislature  of  two  houses. 

The  joint  meetings  of  employers  and  union  representatives, 
like  the  Parliament  of  England,  are  at  the  same  time  constitu- 
tional conventions  and  statute  making  legislatures.  And  just  as 
this  double  character  of  the  British  Parliament  has  confused 
political  scientists  in  their  thinking  and  politicians  in  their  activi- 
ties, so  the  double  character  of  the  joint  meetings  which  create 
trade  agreements  and  revise  them  has  confused  economists  in 
their  theories  and  trade  unionists  in  their  policies. 

So,  most  economists  who  have  studied  labor  organizations 
commonly  distinguish  between  trade  agreements  and  arbitration. 
Commons  calls  the  joint  conferences  "conciliation,"  which  he 
says  is  quite  different  from  arbitration  which  is  decision  by  an 
umpire.  This  idea  came  originally,  no  doubt,  from  trade 
unionists  and  employers,  both  of  whom  do  not  like  what  they  call 

paper  has  been  prepared,  not  to  give  the  results  ot  any  such  research.  We 
may,  however,  outline  the  nature  of  some  part  ot  the  field  that  is  available 
for  study  and  some  of  the  problems  that  present  themselves,  as  well  as  the 
methods  of  approach  that  are  most  promising. 
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"outside  arbitrators."  They  have  joint  arbitration  or  griev- 
ance committees  to  settle  disputes  and  interpret  the  agreements. 
But  these  consist  only  of  representatives  of  the  employers  and 
the  union;  and  this  they  name  conciliation  rather  than  arbi- 
tration. 

But  this  distinction  between  conciliation  and  arbitration  is 
confusing  rather  than  enlightening.  The  attempt  to  settle  all 
disputes  within  the  industry  is  of  course  the  soundest  policy ;  but 
it  should  be  recognized  as  an  attempt  to  use  in  interpreting  legis- 
lation the  same  method  that  is  used  in  enacting  legislation  and  in 
creating  the  constitution  itself.  The  joint  conferences,  which 
meet  annually  or  bienniaUy  to  frame  trade  agreements,  enact  the 
fundamental  constitutional  law.  New  questions  and  new  prob- 
lems frequently  arise,  however,  which  have  to  be  settled  before 
the  agreements  expire.  In  the  state  these  are  settled  by  statutes 
enacted  by  the  legislature.  Under  trade  union  agreements  they 
are  usuaUy  settled  by  the  joint  grievance  or  arbitration  com- 
mittees, which  the  agreements  set  up ;  and  any  rules  adopted  by 
such  joint  committees  are  really  industrial  statute  law  as  dis- 
tinguished from  the  constitutional  law  of  the  agreement. 

It  is  plain  that  for  all  law,  whether  constitutional  or  statute, 
arbitration,  i.e.,  decision  by  a  third  party,  is  unsound  from  a 
political  point  of  view  and  dangerous  from  an  industrial  view- 
point. Conciliation  or  compromise  between  the  legislative  bodies 
is  the  sound  basis.  But  when  the  question  is  not  one  of  new  legis- 
lation, but  merely  a  matter  of  interpreting  the  law  already  in 
existence,  and  applying  it  to  particular  cases,  then  compromise 
and  conciliation  may  prove  dangerous.  Even  the  delay  in  decid- 
ing such  questions  involved  in  the  method  of  conciliation  may 
cause  temporary  disruption  of  the  agreement — as,  for  example, 
when  illegal  strikes  or  lockouts  occur,  as  protests  against  ddayed 
decisions.  In  all  cases,  therefore,  which  involve  merely  judicial 
interpretation  of  the  agreement  or  the  rules  made  under  it,  ar- 
bitration by  a  third  party  is  not  only  a  sound  policy,  it  is  well 
nigh  inevitable.  It  is  in  the  lack  of  a  properly  developed  judicial 
department  that  the  constitutional  government  established  by 
trade  union  agreements  shows  its  greatest  weakness. 

Most  of  the  early  agreements  provided  no  other  judicial  ma- 
chinery for  interpreting  the  agreements  than  joint  grievance  or 
arbitration  committees  consisting  of  employers  and  union  repre- 
sentatives.     If  local  committees  could  not  settle  the  cases,  appeal 
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was  provided  to  the  presidents  of  the  two  national  organizations 
which  entered  into  the  agreements.  Old  unions  like  the  stove 
molders  and  the  glass  blowers  still  pride  themselves  on  having 
no  outside  arbitrators  and  on  their  ability  to  settle  all  disputes 
among  themselves.  But  most  unions  found  that  sooner  or  later 
they  reached  a  deadlock,  and  because  of  this  the  vast  majority  of 
agreements  now  provide  for  arbitrators  to  be  called  in  when 
the  parties  to  the  agreement  cannot  adjust  their  difficulties. 

The  experience  with  these  outside  arbitrators  has  been  quite 
unfortunate.  They  usually  are  not  familiar  with  the  questions 
they  have  to  decide,  and  quite  often  their  own  decisions  are  un- 
satisfactory, tending  in  a  direction  opposite  to  the  development 
of  the  joint  agreements.  This  has  caused  employers  as  well  as 
unions  to  distrust  arbitration  more  than  ever  and  to  avoid  it 
whenever  possible. 

The  arbitrators,  like  the  employers  and  the  unions,  rarely 
distinguish  between  arbitration  which  is  based  merely  on  the 
arbitrator's  opinion  of  what  is  fair  and  just,  and  arbitration 
which  consists  of  judicial  interpretation,  by  a  third  party,  of  the 
law  made  by  the  employers  and  the  unions  themselves.  If  the 
arbitrator  or  judge  has  only  his  own  sense  of  justice  to  guide 
him,  this  kind  of  arbitration  may  well  be  distrusted  and  con- 
demned; for  it  is  government  by  men  and  not  by  law.  Even 
though  the  man  is  an  impartial  arbitrator  instead  of  an  employer, 
his  rule  may  be  just  as  arbitrary.  If,  however,  the  judge  or 
arbitrator  is  bound  by  the  trade  agreement  or  the  law  made  by 
the  workers  and  employers  themselves,  then,  if  he  is  an  ordinarily 
honest  and  competent  person,  his  decisions  will  represent  not  his 
own  personal  ideas  of  what  is  fair  and  just,  but  the  sense  of 
justice  of  the  management  and  the  workers  in  the  industry,  as 
embodied  in  the  laws  which  they  have  jointly  enacted.  And  such 
decisions  may  often  represent  more  completely  the  will  of  the 
parties  to  the  agreement  when  they  made  it  than  their  own  decision 
would  be  when  they  have  the  grievance  of  a  particular  case  before 
them. 

Arbitration  that  is  thus  bound  by  the  law  of  the  trade  agree- 
ment can  not  be  condemned  as  outside  interference.  On  the 
contrary,  it  is  absolutely  essential  to  the  proper  working  of  all 
such  agreements ;  for  without  impartial  interpretation  each  party 
itself  becomes  the  interpreter  of  the  law.  And  because  the 
parties  interpret  the  same  agreement  differently,  without  any 
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means  of  resolving  the  differences,  disruption  often  follows  when 
one  side  or  the  other  attempts  to  enforce  its  interpretation. 

Although  trade  agreements  were  started  first  by  conservative 
craft  unions,  it  was  the  radical  and  revolutionary  unions  in  the 
women's  and  men's  clothing  industry  which  added  as  a  permanent 
feature  to  the  trade  agreement  judicial  machinery  with  a  so- 
called  impartial  chairman  to  interpret  and  apply  to  all  particular 
cases  the  constitution  and  the  laws  of  the  industry.  And  for 
laying  the  foundations  of  this  system  of  industrial  law  and  devel- 
oping the  necessary  judicial  machinery  we  are  indebted  very 
largely  to  the  late  John  E.  Williams,  who  was  the  chairman  of 
the  first  Board  of  Arbitration  set  up  by  the  Hart,  Schaffner,  and 
Marx  labor  agreement.  He  functioned  also  under  the  Protocol 
in  the  Cloak  and  Suit  industry  of  New  York,  and  his  decisions 
have  not  only  served  as  precedents  for  all  subsequent  impartial 
chairmen,  but  his  technique  in  handling  cases  must  ever  be  an 
essential  part  of  any  successful  system  of  industrial  arbitration.' 

While  constitutional  governments  are  thus  being  organized  and 
maintained  in  many  American  industries,  with  executive,  legisla- 
tive and  judicial  and  administrative  departments,  it  must  be  re- 
membered that  only  those  wage-earners  are  given  rights  of  citizen- 
ship in  industrial  government  who  are  organized  and  articulate 
through  their  union  representatives.  Thus  the  government  estab- 
lished by  a  trade  agreement  is  not  necessarily  a  democracy.  It 
may  be  an  aristocratic  government  if  only  a  small  portion  of  the 
wage-earners  in  the  industry  are  organized.  In  fact,  this  has 
usually  been  the  case,  the  skilled  mechanics  only  being  covered 
by  the  agreement,  with  the  majority,  the  unskilled   and  semi- 

'His  method  was  primarily  that  of  a  court  of  equity  rather  than  a  court  of 
law;  but,  though  acting  as  a  judge,  he  functioned  as  the  administrator  of  the 
law  as  much  as  its  interpreter.  In  other  words,  he  saw  the  duties  of  industrial 
arbitrators  as  much  the  same  as  those  of  a  Workmen^s  Compensation  Board 
or  a  Public  Utilities  Commission.  Their  functions  are  quasi-judicial,  partiJE- 
ing  both  of  a  court  and  an  administrative  officer.  He  would  not  decide  cases 
merely  on  the  merits  of  the  briefs  or  arguments  of  the  parties,  for  it  would 
not  help  the  industry  or  either  party  to  have  the  other  party  lose  a  case 
If  it  was  right  but  happened  to  present  its  case  poorly  or  had  its  arguments 
wrong.  He  would  make  investigations  on  his  own  initiative,  get  all  the  facts 
in  the  situation,  and  then  decide  on  the  basis  of  those  facts  regardless  of 
what  might  have  been  presented  or  omitted  in  the  argument  of  the  case.  In 
making  these  investigations  he  often  consulted  each  party  separately  and  in 
confidence.  He  found  it  necessary  to  do  this  to  get  the  real  truth  in  industrial 
cases,  which  as  in  ordinary  law  cases  are  often  hidden  by  the  trial.  But  it  was 
also  necessary  at  the  same  time  to  retain  the  confidence  of  both  parties  in 
his  honesty  and  impartiality.  He  was  able  to  accomplish  both  these  things; 
and  thus  he  laid  the  basis  for  a  successful  industrial  jurisprudence. 
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skilled,  left  out.  A  strong  employer  has  sometimes  used  these 
unorganized  people  against  those  who  have  achieved  citizenship 
to  destroy  the  industrial  government  and  set  up  his  absolute  rule 
again.  This  happened  in  the  steel  industry  when  the  agreements 
with  the  skilled  mechanics  were  broken,  and  unskilled,  unorganized 
workers  under  guidance  of  foremen  were  used  to  do  the  skilled 
work.  And  in  this  we  have  but  repetition  of  the  Tudor  Kings 
of  England  using  the  conunon  people  against  the  nobles  to  re- 
establish absolute  monarchy. 

Such  reversals,  however,  are  only  temporary.  Soon  the  move- 
ment for  a  parliament  and  a  constitution  is  resumed  again,  with 
the  lower  grades  of  workers  included  in  the  movement,  as  it  was 
in  the  recent  attempts  in  the  steel  and  packing-house  industries. 
And  sooner  or  later  constitutional  government  with  a  wider  basis 
of  citizenship  in  the  industry  is  established.  At  first  the  tend- 
ency even  under  such  a  more  democratic  constitution  is  to  give 
the  skilled  wage-earners,  and  those  in  strategic  positions,  more 
rights  and  greater  privileges  than  the  masses  enjoy;  but  grad- 
ually the  pressure  of  the  numbers  of  unskilled  establish  equal 
rights  before  the  law;  and  then  the  movement  continues,  all  the 
wage-earners  together  as  the  Commons  in  industry  getting  more 
and  more  rights  and  power  at  the  expense  of  the  Lord  of  the 
industry.  This,  however,  is  a  very  slow  process  analagous  to 
the  years  and  years  it  has  taken  to  extend  political  suffrage  until 
every  adult  may  have  a  voice  in  the  state. 

8.     Development  of  Constitutional  Law  in  Industkt 

We  come  now  to  the  particular  laws  that  are  being  developed 
under  constitutional  governments  that  have  been  set  up  in  various 
American  industries.* 

When  we  want  to  study  American  constitutional  law,  we  go 
not  to  the  formal  written  constitution,  but  to  the  decisions  of  the 
highest  interpreting  authority,  the  United  States  Supreme  Court, 
to  tell  us  what  the  law  really  is.  Similarly,  the  formal  trade 
agreements  between  employers  and  unions  throw  little  light  on  the 
real  nature  of  the  government  and  its  powers,  or  the  rights  and 
privileges  of  the  people  within  its  jurisdiction.  For  this  we 
have  to  go  to  the  highest  interpreting  authorities. 

•Here,  too,  it  is  not  conclusions  of  research  that  we  offer,  but  merely  ex- 
amples of  the  kind  of  material  that  may  be  found  and  the  light  they  throw 
on  the  problems  ot  labor  and  industrial  management. 
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While  most  of  the  decisions  of  joint  arbitration  committees 
and  impartal  boards  of  arbitration  are  written  down,  little  effort 
has  been  made  to  collect  these  decisions,  or  to  digest  and  analyze 
them  for  the  development  of  the  law  that  they  might  show.  This 
is  a  work  to  which  graduate  students  might  very  profitably 
devote  their  doctors'  dissertations.  Fortunately  for  our  pur- 
poses, however,  there  has  recently  been  issued  in  mimeographed 
form  a  digest  and  classification  of  about  a  thousand  decisions 
made  by  the  judicial  authorities  set  up  by  the  agreements  in 
the  men's  clothing  industry  of  Chicago,  of  which  Professor 
Millis  of  Chicago  University  is  the  chief  justice.  Since  we  are 
merely  citing  examples  and  not  making  an  inductive  study,  most 
of  our  cases  will  be  taken  from  this  codification. 

The  first  question  to  be'  considered  in  all  governments  is  the 
scope  of  the  government.  Whom  and  what  does  it  cover?  Just 
as  the  power  of  the  federal  government  of  the  United  States  over 
certain  activities  of  citizens  of  states  was  questioned  in  our 
early  history,  so  the  power  of  the  government  set  up  by  the 
agreements  in  Chicago  over  certain  individuals  was  questioned 
early  in  its  history.  An  employer  refused  to  grant  certain  wage 
increases  to  label  sewers  and  girls  who  sew  on  temporary  tickets 
known  as  ^^jokers,"  claiming  that  these  girls  do  not  come  under 
the  agreement.  The  Trade  Board  which  is  the  court  of  original 
jurisdiction  ruled,  however,  that 

"...  .the  Agreement  covers  all  direct  labor  involved  in  the  manu- 
factoring  process^  that  the  groups  specified  in  the  agreement  include 
all  workers  so  engaged,  (and  that  the  joker  sewers)  were  week- 
workers  in  the  tailor  shops  and  as  such  were  entitled  to  an  increase." 
(Case  No.  4.)  Of  label  sewing  the  Board  said:  "This  work  is  part 
of  the  productive  work  required  to  produce  the  garment  as  ordered .... 
The  character  of  the  work,  not  the  pay  roll^  vacation  privileges,  or 
place  of  work  is  decisive."     (Case  No.  15) 

On  the  other  hand,  in  a  later  case,  (No.  888),  the  Board  ruled  that 
the  office  force  and  the  stock  keepers  are  outside  of  the  agreement,  and 
the  law  of  the  agreement  may  not  be  applied  to  them. 

Perhaps  the  most  important  of  this  class  of  cases  is  a  ruling 
which  interprets  the  preferential  shop  clause  of  the  agreement  to 
imply  that  non-union  workers  as  well  as  union  members  are  cover- 
ed by  the  agreement.  If  the  occupation  or  operation  is  within 
the  jurisdiction  of  the  union,  the  Trade  Board  said,  the  wages 
and  conditions  established  by  the  agreement  apply  to  both  non- 
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union  and  union  workers.     The  decision  implied,  however,  that 
this  might  not  be  the  case  under  a  closed  shop.     (Case  697) 

So  much  for  the  people  over  whom  the  government  has  author- 
ity. A  similar  question  soon  came  up  with  respect  to  the  work 
that  is  covered  by  the  agreement,  and  the  ruling  was  that  the 
agreement  covers  all  men's  and  children's  garments,  even  though 
the  employer  may  have  developed  new  styles  not  made  when  the 
agreement  was  signed,  and  even  though  these  new  styles  are  made 
by  new  sub-contractors.     Said  the  Board: 

"It  matters  not  that  new  lines  of  these  are  taken  on  or  how  they 
are  distributed. . .  .Work  sent  out  to  contract  shops  and  then  distrib- 
uted under  the  name  of  (another  firm)  is  covered  by  the  agreement 
and  must  be  made  in  union  shops.  It  is  obvious  that  to  rule  other- 
wise would  be  to  open  a  loophole  which  would  destroy  the  agreement 
in  effect."     (Case  No.  15d) 

Finally,  upon  this  question  of  the  scope  of  the  industrial 
government,  the  Trade  Board  has  rendered  an  ^^opinion  that  the 
Agreement  sets  out  only  those  matters  presented  to  the  confer- 
ence by  one  side  or  the  other  and  agreed  upon,  and  that  in 
general  other  conditions  and  rights  were  to  continue  as  before." 
(Case  No.  6) 

Next  we  come  to  the  jurisdictions  of  the  industrial  courts,  that 
is,  the  impartial  boards.  And  here  the  tendency  is  for  the  board 
to  assume  jurisdiction  in  all  cases  and  controversies.  If  the 
matter  in  dispute  does  not  come  under  the  agreement,  then  the 
Board  makes  a  ruling  to  this  effect,  which  leaves  the  employer  free 
to  act  and  the  union  must  not  interfere.     (Case  No.  590) 

A  contention  that  the  Trade  Board  was  without  jurisdiction 
was  made  by  an  employer  in  a  case  involving  discipline  of  members 
of  the  union  for  non-payment  of  dues.  In  this  case  the  Board 
ruled  it  did  have  jurisdiction  and  the  workers  must  make  arrange- 
ments for  paying  dues.  In  another  case  it  ordered  that  a  worker 
who  had  been  fined  by  the  union  could  not  be  employed  by  the 
firm  until  he  had  paid  the  fine ;  although  the  fine  was  imposed  for 
disobeying  an  order  of  a  shop  chairman,  which  order  was  con- 
trary to  that  of  the  foreman.  On  this  point  the  decision  said 
that  if  the  instructions  of  the  union  representative  in  the  shop  to 
the  union  members  are  contrary  to  the  rules  of  the  firm,  the 
remedy  is  at  hand,  either  in  the  form  of  discipline  reserved  to  the 
firm  under  the  agreement  or  by  means  of  the  Impartial  Machin- 
ery.    (Case  No.  696) 
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The  question  of  compulsory  payment  of  union  dues  and  fines 
is  one  of  the  best  examples  of  how  the  employer's  authority  over 
his  own  business  is  restricted  by  the  new  government  that  is  set 
up.  He  may  be  satisfied  with  his  employee,  who  may  have  worked 
for  him  for  many  years  and  given  most  satisfactory  service. 
But  he  is  compelled  to  discharge  the  man  until  the  union  obliga- 
tions  are  met. 

In  every  constitutional  government  the  representatives  of  the 
citizens  are  usually  given  special  protection  such  as  freedom 
from  arrest  while  in  the  performance  of  their  duties.  Just  so 
shop  chairmen  or  union  representatives  in  the  shop  attain  a 
special  status  under  practically  all  trade  union  agreements.  They 
are  not  immune  from  discipline  for  wrongful  acts,  but  whereas 
ordinary  employees  may  be  discharged  or  suspended  by  the  em- 
ployer for  alleged  wrong-doing,  these  representatives  of  the 
people  can  not  be  disciplined  by  such  summary  action,  except  in 
such  extraordinary  cases  as  when  they  have  used  violence.  The 
rule  is  ^^that  in  cases  of  discipline  involving  shop  chairmen  they 
(employers)  shall  proceed  by  filing  charges  before  the  Trade 
Board,  rather  than  by  summary  action."  (Case  No.  46a)  Thus 
when  a  shop  chairman  was  discharged  for  ^^an  insolent  attitude" 
he  was  ordered  reinstated  both  as  worker  and  as  shop  chairman, 
and  the  employer  was  informed  that  complaint  against  the  union 
representative  should  have  been  made  to  the  Trade  Board. 
(Cases  642,  644).  An  elected  representative  must  be  tried  and 
disciplined  by  the  impartial  tribunal  not  by  the  employer.  (Case 
No.  610a) 

While  the  ordinary  employee  may  be  disciplined  by  summary 
action  of  the  employer,  the  trade  agreement  gives  him  also  certain 
constitutional  rights,  privileges,  and  immunities  of  which  he  may 
not  be  deprived  without  due  process  of  law.  This  is  best  illus- 
trated in  the  clauses  which  most  agreements  contain  limiting  the 
employers  right  to  discharge.  Discharge  from  an  industrial 
establishment  is  equivalent  to  expulsion  from  a  political  commu- 
nity. As  long  as  a  person  may  arbitrarily  be  exiled  or  deported 
from  the  community  of  which  he  is  a  part,  he  is  subject  to  an 
autocracy  or  czarism.  In  industry,  workers  achieve  citizenship 
when  they  are  protected  against  such  arbitrary  action.  Most 
agreements  provide,  therefore,  that  discharge  shall  be  for  cause 
only.  The  employer  may  suspend  a  worker,  but  if  the  latter 
feels  he  has  been  unjustly  dismissed  he  may  petition  for  a  trial 


70  Amercian  Economic  Association 

and  the  arbitration  board  or  joint  grievance  conunittee  may 
reinstate  him  with  pay  for  all  time  lost  when  the  employer  cannot 
show  just  cause. 

Under  the  miners'  agreements  in  Illinois  a  man  was  discharged 
for  applying  a  vile  epithet  to  the  mine  superintendent.  It  hap- 
penedy  however,  that  this  was  done  in  a  barber  shop  and  not  in 
the  course  of  employment  at  the  mine.  The  joint  arbitration 
committee  unanimously  reinstated  the  miner  without  referring  it 
to  any  impartial  person.  The  reasons  are  obvious — the  agree- 
ment does  not  cover  conversations  in  barber  shops.  Discharge 
cases  for  insults  and  abusive  language  come  up  frequently  under 
all  trade  union  agreements,  but,  where  there  is  a  permanent  im- 
partial court,  the  chairman  is  in  a  position  to  consider  what  the 
joint  committee  in  this  case  did  not  do,  that  the  miner  and  super- 
intendent would  hardly  be  able  to  work  together  after  the  insult. 
The  impartial  chairman  would,  therefore,  write  a  decison  rein- 
stating the  man  and  holding  that  discharge  was  unjustified  under 
the  agreement;  but  when  the  law  was  thus  vindicated  he  would 
induce  the  union  to  find  another  job  for  the  man. 

This  was  not  necessary,  however,  in  the  case  of  a  workman  who 
was  discharged  from  a  Chicago  clothing  shop  because  he  was 
caught  in  a  police  raid  on  a  gambling  house.  This  discharge 
the  Trade  Board  held  to  be  "wholly  unwarranted."  (Case  No. 
849) 

A  clothing  manufacturer  in  Chicago  discharged  a  number  of 
employees  who  were  under  sixteen  years  of  age  because  of  certain 
limitations  imposed  by  law  on  the  employment  of  minors  between 
fourteen  and  sixteen  years  of  age.  The  Trade  Board  ruled  that 
such  discharge  was  not  for  cause  and  the  juvenile  workers  were 
reinstated.     (Case  No.  51) 

In  unorganized  industries  it  is  common  to  use  the  periods 
when  work  is  slack  to  eliminate  the  less  efficient  workers.  These 
are  laid  off  or  discharged  and  the  best  or  the  fastest  workers  are 
kept  to  do  whatever  work  is  available.  When  a  trade  agree- 
ment sets  up  a  government  in  industry,  obviously  the  constitution 
must  protect  the  rights  of  all  the  workers  who  come  within  its 
jurisdiction,  regardless  of  the  speed  at  which  they  work  or  the 
efficiency  of  their  performance.  So,  most  agreements  provide 
that  in  the  slack  periods  work  shall  be  divided  as  equally  as  pos- 
sible among  all  employees.  Of  course  a  worker  who  is  proved 
incompetent  may  be  discharged,  but  the  employer  is  not  the  sole 
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judge  of  competence.  The  wage-earner  may  have  the  question 
of  his  competence  reviewed  by  a  joint  committee  or  by  the  judicial 
board. 

Such  a  board,  however,  rules  almost  universally  that  when  an 
employer  has  had  a  two  or  three  weeks  period  during  which  to 
try  out  the  worker,  and  he  has  chosen  to  keep  him  after  this  trial 
period,  then  it  must  be  assumed  that  the  employer  has  decided  the 
worker  is  competent  and  he  can  not  thereafter  be  discharged  mere- 
ly because  he  happens  to  be  less  speedy  or  less  efficient  than  other 
workers.  However,  if  the  employee  should  become  careless  and 
do  bad  work  after  he  has  received  fair  warning,  then  his  discharge 
is  upheld. 

We  cannot  go  further  into  the  cases  of  discharges,  for  merely 
to  list  the  reasons  for  which  dismissals  are  made  would  take  many 
pages.  But  some  men  are  reinstated  with  pay  for  time  lost,  and 
some  without  pay — ^the  loss  of  wages  during  the  period  of  sus- 
pension being  considered  sufficient  punishment.  When  the  em- 
ployer has  the  facts  to  prove  the  justice  of  his  discharge,  rein- 
statement is  denied,  but  often  the  Board  will  rule  that  discharge 
is  too  severe  a  penalty  for  the  offense,  and  suspension  for  a  short 
period  or  a  fine  or  reprimand  may  be  deemed  sufficient.  Some- 
times the  Board  of  Arbitration  which  is  the  appeal  board  will 
impose  heavier  penalties  than  the  Trade  Board. 

''Case  of  R.  C ,  suspended  for  one  week  by  Trade  Board  for 

insubordination  and  use  of  profane  and  obscene  language  to  his 
superior  officer^ —  is  appealed  by  the  company  on  the  ground  that  the 
penalty  is  too  light  for  the  offense.  They  claim  that  the  penalty 
should  be  discharge. 

The  chairman  feels  that  the  offense  is  a  serious  one  as  would  tend 
to  prevent  the  recurrence  of  the  offense.  He  agrees  with  the  Trade 
Board  that  the  extreme  penalty  of  discharge  is  too  severe  for  the  first 
offense^  and  also  agrees  with  the  company  in  its  statement  that  a 
week's  layoff  in  the  summer  time  is  hardly  a  sufficient  deterrent, 
especially  if  accompanied  by  back  pay  for  the  excess  idle  time.  He, 
therefore^  decides  that  the  suspension  should  extend  two  weeks,  and 
that  back  pay  should  begin  to  run  from  (two  days  before  decision)." 
(Decision  Appeal  Case  No.  608,  H.  S.  &  M.) 

The  right  to  the  job  after  illness  is  particularly  important  to 
wage-earners  and  a  good  deal  of  law  has  been  developed  under 
the  trade  agreements  on  this  question.  The  Trade  Board  in 
Chicago  does  not  lay  down  a  rule  with  reference  to  how  long  a 
worker's  place  must  be  kept  for  him  when  he  falls  ill.  No  general 
rule,  it  says,  can  be  laid  down ;  for  the  cause  of  sickness,  the  length 
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of  time  employed,  and  the  nature  of  employment  should  be  given 
consideration.  So  in  one  case  it  refused  to  reinstate  a  man  be- 
cause he  had  been  employed  only  four  weeks  previous  to  his  ill- 
ness and  another  man  would  have  to  be  discharged  to  make  room 
for  him.  (Case  No.  162)  But  reinstatement  was  ordered  in 
the  case  of  another  worker  who  was  refused  employment  after 
illness  on  the  ground  that  he  did  not  notify  the  firm.  The  state- 
ment that  he  did  not  give  notice  was  disputed,  and  the  Board 
ruled  that  in  such  cases  the  benefit  of  the  doubt  should  go  to 
the  worker.     (Case  No.  547) 

On  the  other  hand,  it  is  held  proper  for  a  firm  to  fill  the  place 
of  a  worker  who  had  been  absent  for  three  days  without  sufficient 
explanation,  and  with  opportunity  to  conununicate  the  reason 
for  his  absence.  (Case  No.  113)  Under  the  agreement  in  the 
clothing  industry  of  Rochester,  N.  Y.,  the  time  within  which  noti- 
fication must  be  given  is  forty-eight  hours,  and  this  has  been  in- 
terpreted by  the  Labor  Adjustment  Board  of  that  city  to  mean 
two  working  days  from  the  time  the  worker  was  due  in  the  shop. 
Thus  a  man  who  worked  until  noon  on  Saturday  was  within  the 
law  when  he  notified  the  firm  Tuesday  afternoon,  and  the  em- 
ployers' contention  that  the  time  expired  Monday  noon  was  not 
upheld. 

Again  in  Rochester  an  employer  tried  to  prove  that  a  cutter 
who  wanted  his  place  back  after  a  period  of  illness  was  incom- 
petent. The  board  ruled  that  this  charge  should  have  been  made 
before  the  absence  due  to  illness,  and  the  cutter  was  reinstated. 

The  wage-earner's  job  is  protected  not  only  against  discharge 
but  against  transfer  to  other  work  with  loss  of  earnings.  The 
employer  must  have  freedom  of  management,  says  the  Chicago 
Trade  Board,  but  it  limits  this  to  cases  where  no  injury  results 
to  the  worker.  (Case  No.  179)  Thus  when  a  man  was  trans- 
ferred from  one  kind  of  work  to  another,  at  reduced  wages, 
though  this  was  the  legal  pay  for  the  new  work,  restoration  of 
former  wages  was  ordered  with  back  pay  for  lost  earnings.  (Case 
No.  443)  But  when  a  worker  was  transferred  to  another  shop  at 
a  higher  wage  and  later  returned  to  his  original  place  at  his  old 
wage,  the  Board  ruled  he  might  elect  ^hich  of  the  two  jobs  he 
preferred.       (Case  No.  256)" 

"The  question  is  raised:  "Can  shop  discipline  be  maintained  when  the  em- 
ployer's power  to  discharge  is  thus  restricted,  reviewed,  and  oft-times  re- 
versed?" This  question  is  essentially  the  same  as  whether  order  can  be 
maintained  in  a  community  not  ruled  by  arbitrary  police  authority.    The 
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Not  only  is  the  wage-earner  protected  in  his  job,  against  arbi- 
trary discharge  or  transfer ;  he  is  also  given  a  vested  right  in  his 
work.  A  frequent  complaint  in  slack  times  is  that  foremen  are 
doing  the  work  of  the  operators  while  these  are  laid  off.  This,  of 
course,  is  the  practice  in  unorganized  industries,  but  under  trade 
agreements  the  practice  is  commonly  prohibited.  Where,  how- 
ever, it  is  common  for  foremen  to  do  some  portion  of  the  wage- 
earners'  work,  the  rule  of  the  Chicago  Trade  Board  is  generally 
followed : 

"Let  the  previous  practice  control;  let  the  foreman  do  the  kinds 
of  work  he  has  in  the  past^  but  he  must  not  do  a  larger  proportion  of 
the  work than  he  has  in  the  past."     (Case  No.  23) 

Sending  work  to  non-union  houses  to  get  it  made  more  cheaply 
is  also  prohibited  and  the  Board  of  Arbitration  on  appeal  upheld 
the  rule  that : 

"Work  may  not  be  transferred  from  one  firm  to  another  for  the 
sake  of  reducing  costs,  because  it  reduces  the  amount  of  work  available 
for  the  firm's  union  workers.  Therefore  the  Board  grants  the  union's 
main  petition.  But  the  request  for  pay  for  work  already  sent  out  is 
denied."     (Case  No.  767a) 

Turning  now  to  the  rights  of  the  management,  we  find  the 
Chicago  Board  ruling  that  workers  must  keep  records  of  their 
production  as  ordered  by  the  firm,  and  although  it  reinstated  a 
number  who  were  suspended  for  refusing  to  keep  records,  it  pun- 
ished them  with  loss  of  pay  during  the  period  of  their  suspension. 
(Case  No.  503) 

Cases  involving  the  right  to  introduce  improved  methods  and 
new  machinery  come  up  under  almost  all  agreements,  and  while 
the  freedom  of  the  management  in  these  matters  is  conceded,  in 
many  agreements  there  is  the  limitation  that  no  worker  directly 
affected  shall  suffer  from  such  improvements. 

". . . .  There  is  nothing  in  the  agreement  which  prevents  the  intro- 
duction of  machinery  for  the  purpose  of  saving  labor  and  increasing 
efficiency,  even  though  its  introduction  ma^  reduce  and  displace  the 

wage-earner  under  trade  union  agreements  is  not  immune  from  discipline,  the 
only  difference  between  him  and  those  workers  in  unorganijsed  industries  is 
that  the  employer  and  his  foremen  and  managers  as  well  as  the  wage^amers 
are  bound  by  disciplinary  laws  that  the  employers  and  the  union  have  jointly 
agreed  are  just  and  fair.  It  sometimes  happens  that  a  union  gp*ows  so  strong 
that  it  refuses  to  make  any  joint  agreement  with  employers,  and  dictates  to 
the  employer  when  discharges  shall  be  made,  just  as  the  employer  dictates 
when  he  can  prevent  his  employees  from  maintaining  a  union.  In  such  cases 
shop  discipline  is  of  course  most  difficult  to  maintain,  just  as  it  is  in  a  non- 
union shop  when  jobs  are  plentiful. 
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hand  workers  usually  employed  in  the  affected  section.  But  in  fixing 
the  scale  of  wages  for  the  operating  of  such  machinery^  the  board 
believes  the  company  is  restrained  by  the  agreement^  and  by  the  pre- 
cedents and  practices  hitherto  obtaining^  from  reducing  the  earnings 
of  the  workers  employed  in  the  section  below  the  average  level  of  the 
standard  provided  for  in  the  agreement. 

The  board  bases  this  decision  on  the  uninterrupted  practice  hitherto 
prevailing  of  not  permitting  any  change  in  the  process  or  operation 
to  operate  in  such  a  manner  as  to  reduce  the  earnings  of  the  workers 
involved."  (Decision  of  Board  of  Arbitration^  H.  S.  &  M.  Nov.  23, 
1916.) 

If  an  operation  is  eliminated  by  an  improved  method,  the 
displaced  workers  may  not  be  discharged,  but  must  be  provided 
with  places  at  their  former  rates  of  wages,  it  has  been  held  by 
the  Rochester  Labor  Adjustment  Board.  And  similar  rules  are 
applied  to  men  displaced  by  machines.  But  an  objection  of  hand 
pressers,  in  the  same  market,  to  working  on  pressing  machines 
because  it  split  up  their  craft  and  each  was  pressing  only  a  part 
of  the  coat,  thus  becoming  less  skilled,  was  overruled,  as  long  as 
the  former  hand  pressers  were  employed  at  the  machines  and 
received  their  former  wages. 

Abuses  of  the  privileges  of  the  management  are  punished  in 
much  the  same  way  as  workers  are  disciplined.  Thus  a  foreman 
was  ordered  removed  by  the  Chicago  Trade  Board  for  bribery 
of  a  shop  chairman.  (Case  No.  154)  And  a  forelady  and  an 
assistant  foreman  were  removed  for  using  abusive  and  improper 
language.  (Cases  No.  725  and  988)  In  another  case  a  shop 
superintendent  was  fined  $50  for  assault  on  a  worker.  (Case  No. 
751) 

These  cases  should  suffice  to  illustrate  the  nature  of  the  laws 
that  constitutional  government  in  American  industries  is  develop- 
ing. Most  of  the  examples  have  been  taken  from  an  industry  in 
which  the  legal  process  has  been  clear  and  the  judicial  machinery 
well  defined.  But  in  every  industry  where  trade  agreements  are 
in  effect  decisions  are  constantly  being  made  and  precedents  estab- 
lished which  do  not  differ  essentially  from  those  we  have  cited. 
These  decisions  are  more  commonly  made  by  a  joint  grievance 
committee,  or  by  the  presidents  of  the  national  union  and  the 
national  employers'  association,  instead  of  by  an  impartial  arbi- 
trator; but  they  none  the  less  define  the  powers  of  the  manage- 
ment and  the  wage-earners  in  the  industry,  limiting  the  freedom 
of  the  executives  and  enlarging  the  rights  of  the  workers.     The 
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title  to  the  industry  remains  in  the  hands  of  the  stockholders,  but 
the  power  to  govern  the  human  beings  who  make  up  the  labor 
force  of  the  enterprise  is  being  taken  out  of  the  hands  of  the 
owners  and  managers. 

This  shifting  of  sovereignty  in  the  industrial  organization  and 
the  developing  of  industrial  law  which  acompanies  it,  deserves  first 
attention  from  students  of  labor  questions.  For  in  spite  of  the 
present  temporary  loss  in  membership  and  prestige  by  the  trade 
unions,  due  to  the  industrial  depression,  there  can  be  no  doubt 
of  their  growing  influence  in  the  country.  And,  as  we  have  tried 
to  show,  whatever  their  ostensible  aims,  all  trade  unions,  when 
they  gain  power,  tend  normally  to  create  a  constitutional  form  of 
government  in  their  industries,  and  present  a  legal  development 
such  as  we  have  described. 

4.     Conclusions 

Assuming  that  further  researches  in  this  field  verify  the  obser- 
vations here  recorded  and  establish  beyond  dispute  that  trade 
agreements  do  create  constitutional  forms  of  government,  then 
what  conclusions  may  be  drawn  from  such  a  development  of  consti- 
tutional law? 

In  the  first  place,  industrial  disputes  and  strikes  appear  in  a 
new  aspect  when  viewed  from  this  angle.  They  appear  not  so 
much  as  interruptions  of  industry,  but  more  as  incidents  in  a  long 
struggle  for  representation  of  labor  in  the  government  of  indus- 
trial enterprises.  And  the  settlement  of  such  disputes  becomes 
not  so  much  a  matter  of  establishing  or  maintaining  peace  in 
industry,  but  more  a  problem  of  dealing  with  that  Mr.  G.  D.  H. 
Cole  has  aptly  characterized  as  the  wage-earners'  ^^encroaching 
control."" 

What  impresses  the  student  of  government  in  industry  as 
well  as  in  the  state,  is  the  constant  insistence  on  the  part  of 
the  subjects  of  absolute  monarchs  that  the  laws  of  the  ruler  be 
written  down.  Whether  carved  on  stone  by  an  ancient  monarch 
or  written  in  a  Magna  Charta  by  a  King  John,  or  embodied  in 
collective  agreement  between  a  union  and  employer ;  the  intent  is 
the  same,  to  subject  the  ruler  to  definite  laws  to  which  subjects 
or  citizens  may  hold  him  when  he  attempts  to  exercise  arbitrary 
power.     And,  as  groups  of  the  populace  organize  and  gain  power 

"G.  D.  H.  Cole,  Chao9  and  Order  in  Industry,  Chap.  VII. 
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in  the  community,  they  keep  on  encroaching  on  the  prerogatives 
of  the  monarch  until  every  adult  becomes  a  sovereign  citizen. 

We  have  already  pointed  out  that  the  mere  establishment  of  a 
constitutional  government  does  not  necessarily  mean  that  it  is  a 
democratic  government.  It  may  be  aristocratic,  as  when  a  com- 
paratively small  number  of  skilled  mechanics  are  included  under 
the  agreement,  and  the  unskilled  majority  are  left  without.  Or 
it  may  establish  an  oligarchy  when  corrupt  employers  unite  with 
corrupt  union  officials  to  exploit  consumers  and  wage-earners 
alike.  The  latter  are  the  exceptional  cases,  but  the  general 
tendency  of  constitutional  development  in  American  industries  is 
apparently  to  repeat  the  history  of  constitutional  government  in 
the  state.  At  first  the  number  with  a  voice  in  the  government  is 
small,  and  gradually  this  is  increased  to  include  all  adults. 

While  trade  agreements  do  not  necessarily  establish  democratic 
government  in  industry,  but  merely  tend  in  that  direction  and 
make  it  possible,  it  appears  also  that  some  form  of  constitutional 
government  similar  to  that  created  by  trade  agreements  will  be 
necessary  under  any  system  of  industry  that  may  be  substituted 
for  private  capitalism.  Government  ownership,  cooperative  in- 
dustry, socialism,  syndicalism,  or  bolshevism  must  all  meet  the 
same  difficulties  that  bring  trade  agreements  into  existence.  For, 
however  the  form  of  ownership  may  change,  there  will  ever"  be,  if 
not  wage-earners,  at  least  workers  who  must  obey  orders,  and  dir- 
ectors or  managers  with  authority  to  issue  orders.  These  occu- 
pational groupings  develop  different  points  of  view  among  the 
people  in  the  different  groups ;  and  those  in  the  managerial  group 
become  psychologically  unified  into  a  social  class  with  divergent 
views  from  those  of  the  other  who  likewise  achieve  a  consciousness 
of  kind.  Unless  the  two  classes  jointly  embody  their  ideas  of  the 
rights  and  privileges  of  individuals  in  constitutions  and  laws, 
those  who  have  the  power  to  conmiand  will  act  arbitrarily  or 
autocratically.  But  this  is  just  the  absolutism  against  which 
workers  rebel  whether  the  ruler  is  Burleson  in  a  government  post 
office,  Gary  in  a  capitalistic  trust,  or  union  officials  acting  as 
directors  of  a  workers'  cooperative  enterprise.  Even  in  bolshe- 
vistic Russia  we  are  informed  by  an  observer  recently  returned 
that  the  trade  unions  exist  side  by  side  with  the  Soviets,  and  these 

"''Ever'*  is  a  long  time,  and  it  is  conceivable  that  a  time  will  come  when 
none  will  order  and  none  will  obey,  but  all  will  freely  codperate  and  all 
decisions  will  be  unanimous.  By  "ever"  we  mean  only  until  this  happy  state 
of  affairs  arrives. 
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'  unions  complain  that  the  soviet  government  does  not  consult  them 
enough  about  its  industrial  management  policies,  just  as  unions 
in  this  country  do  against  the  capitalistic  managers  of  privately 
owned  industries. 

But  the  mere  fact  that  trade  agreements  establish  constitu- 
tional government  in  industry  and  tend  toward  industrial  democ- 
racy, wiU  not  make  such  arrangements  survive  if  in  competition 
with  other  forms  of  labor  management,  and  control  they  prove  less 
efficient.  It  has  been  pointed  out  that  an  industrial  establish- 
ment which  has  a  national  union  to  deal  with  is  an  imperfect  form 
of  industrial  organization  because  the  loyalty  of  the  wage-earner 
is  in  the  first  instance  to  his  national  union  rather  than  to  the 
industrial  enterprise  of  which  he  is  a  part.**  As  long  as  the  trade 
union  remains  an  outside  body  there  can  be  no  question  that 
industries  which  have  to  deal  with  it  are  in  an  imperfect  form 
of  organization.  But  whether  they  sign  agreements  or  not, 
few  employers  are  free  from  the  influences  of  trade  unions.  If, 
however,  the  union  and  its  entire  membership  are-  established  by 
the  trade  agreement  as  one  of  the  organs  of  constitutional 
government  in  the  industry,  then  have  we  not  here  the  promise 
of  a  more  unified  and  more  perfect  form  of  industrial  organization 
than  has  hitherto  obtained? 

In  recent  years  there  has  been  a  widespread  movement  among 
open-shop  employers  to  establish  employee  representation  plans, 
variously  known  as  shop  committes,  industrial  councils,  or  com- 
pany unions ;  and  the  defect  of  divided  loyalty  between  union  and 
employer  has  been  most  frequently  urged  in  defense  of  thQse 
plans.  Whether  company  unions  will  prove  a  more  efficient 
form  of  industrial  government  than  trade  agreements  time  alone 
can  tell.  It  is  obvious,  however,  that  if  these  employee  repre- 
sentation plans  are  mere  frauds  and  give  no  real  voice  to  the 
wage-earners  in  industrial  government  they  cannot  survive. 

It  is  true  that  these  company  unions  are  formed  to  avoid 
recognition  of  the  regular  trade  unions  in  the  industry.  But  the 
fact  that  open  shop  employers  find  it  necessary  to  develop  substi- 
tutes for  unionism,  itself  shows  that  the  idea  of  a  constitution 


once,  when,  on  the  occasion  of  a  dispute  between  employer  and  employee,  a 
third  party  steps  in — ^the  Trade  Union  organization — ana  takes  upon  himself 
the  settlement  of  a  question  which  has  arisen  witUn  an  organization  of  which 
the  Trade  Union  secretary  is  hi  no  way  a  member." 


78  American  Economic  Association 

for  industry  is  permeating  their  non-union  employees.  They 
merely  attempt  to  control  the  movement  by  promulgating  con- 
stitutions of  their  own.  Some  economists  have  scoiTed  at  this 
movement  in  much  the  same  way  that  trade  unionists  do  on  the 
ground  that  democracy  cannot  be  handed  down  from  the  top. 
They  have  charged  that  the  employees  are  often  indifferent  to  the 
employers'  industrial  democracy  plans,  and  that  the  representa^ 
tives  have  to  be  hand  picked.  But  were  not  the  early  parliaments 
in  England  similarly  handed  down  to  the  people,  and  were  not 
the  burgher  representatives  from  the  towns  hand  picked?  On 
this  point  Edward  Jenks  writes : 

"Only  by  the  most  stringent  pressure  of  the  Crown  were  Parlia- 
ments maintained  during  the  first  century  of  their  existence;  and  the 
best  proof  of  this  assertion  lies  in  the  fact  that,  in  those  countries 
in  which  the  Crown  was  weak.  Parliament  utterly  ceased  to  assemble. 
The  notion  that  Parliaments  were  the  result  of  a  spontaneous  demo- 
cratic movement  can  be  held  by  no  one  who  has  studied,  ever  so  slight- 
ly, the  facts  of  history.'"* 

May  not  the  constitutions  of  these  employee  representation 
plans  and  the  decisions  under  them  develop  democratic  govern- 
ments and  democratic  law-making  in  much  the  same  way  that 
European  parliamentary  government  has  developed?  History 
will  not  permit  us  to  assume  that  there  is  but  one  road  to  de- 
mocracy. The  employers  promulgate  their  own  constitutions  in 
the  form  of  employee  representation  plans  because  there  is  insis- 
tent demand  for  representation  in  industry.  If  these  plans  fail 
to  establish  real  constitutional  government  they  will  not  survive  in 
competition  with  an  eiTective  trade  unionism.  If  they  do  survive 
it  will  be  because  these  plans,  although  promulgated  in  the  first 
instance  by  employers,  also  develop  into  a  real  constitution  for 
industry  similar  to  trade  agreements.  It  is  therefore  important 
to  study  the  rules  and  decisions  made  under  the  employee  repre- 
sentation plans,  along  the  same  lines  that  we  have  here  sketch- 
ed for  the  study  of  union  agreements,  to  see  if  here  too  sovereignty 
is  shifting,  and  democratic  constitutional  government  is  being 
established. 

The  movement  for  more  control  by  wage-earners  over  the  condi- 
tions of  their  employement,  over  wages,  hours,  and  shop  rules 
has  been  going  on  for  so  long  a  time,  and  in  so  many  industries 
and  widely  separated  countries,  that  it  can  not  be  put  down  as 
^HUtory  of  PoliticM,  p.  188. 
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a  mere  momentary  claim  of  labor  during  a  period  of  industrial 
unrest.     In  the  words  of  Professor  Cheyney : 

"Sncb  a  continuous  movement  as  this^  so  analagous  to  the  movement 
for  political  democracy^  so  wide  in  its  extent^  can  not  be  expected  to 
stop  short  of  some  great  epoch-making  change.  It  obviously  has  all 
the  characteristics  of  evolution  in  human  society.  It  is  part  of  the 
organic  growth  of  the  community.'"* 

"Cheyney,  E.  P.,  "The  Trend  toward  Industrial  Democracy,"  AnnaU  of  tht 
American  Academy,  July,  1920,  p.  9. 


AMERICAN  TRADE  UNIONISM— DISCUSSION 

David  A.  McCabb. — ^We  are  grateful  to  Dr.  Bamett  for  bringing  his 
analytical  study  of  American  trade-union  membership  down  to  date. 
I  agree  with  his  conclusion  that  union  membership  is  in  the  course  of 
a  recession  much  greater  than  ten  per  cent.  I  shall  devote  my  time 
to  a  further  consideration  of  the  position  of  the  railroad  unions.  There 
are  good  reasons^  to  my  mind^  for  expecting  that  most  of  the  railroad 
unions  will  share  in  the  general  recession  and  that  some  of  them  will 
lose  heavily. 

There  is  no  doubt  that  the  labor  provisions  of  the  Transportation 
Act  and  the  decisions  of  the  Railroad  Labor  Board  retaining  so  much 
of  the  substance  of  the  so-called  "national  agreements"  made  between 
the  unions  and  the  Railroad  Administration^  have  been  of  great  assist- 
ance to  the  shop-craft  unions  and  the  miscellaneous  unions^  as  distinct 
from  the  old  Brotherhoods^  in  holding  their  membership.  These 
unions  are  undoubtedly  in  a  far  better  position  now  than  they  would 
have  been  if  the  roads  had  been  left  free  to  abrogate  the  national 
agreements  and  to  make  the  attempt  to  return  to  more  localized 
bargaining  with  the  shop  crafts  and  to  try  to  dislodge  the  miscellaneous 
unions  entirely.  Yet^  despite  the  large  measure  of  protection  given 
them  by  the  Act  and  the  Board,  the  shop-craft  and  miscellaneous 
unions  are  in  a  far  less  favorable  position  than  they  enjoyed  in 
February,  1920,  the  last  month  of  government  control. 

First,  as  to  the  functioning  of  the  national  unions  in  the  redress 
of  individual  grievances.  Dr.  Bamett  has  pointed  out  the  great 
significance  of  this  function  to  the  individual  worker  on  the  railroads. 
He  has  rightly  emphasized  the  importance  of  the  retention  of  so 
many  rules  embodying  the  highly  prized  individual  rights  of  which  he 
spoke.  But — ^and  this  I  think  is  also  of  importance — ^the  system  of 
national  adjustment  of  claims  arising  under  these  rules,  that  of  the 
national  adjustment  boards,  has  not  been  retained. 

The  national  unions  occupied  a  highly  favorable  position  under  the 
national  adjustment  board  plan.  These  were  joint  boards  to  which 
the  individual  workers  who  felt  aggrieved  by  the  application  of  the 
rules  by  their  own  roads,  or  by  disciplinary  actions,  could  have  their 
cases  brought  for  final  determination.  They  were  joint  boards,  not 
tripartite  boards.  They  were  made  up  of  equal  numbers  of  repre- 
sentatives of  the  Railroad  Administration  and  the  national  unions 
concerned.  Moreover,  the  national  union  was  practically  the  agency 
through  which  the  case  of  the  individual  workman  reached  the  proper 
board  on  appeal.  Naturally  enough,  the  individual  worker  looked 
upon  the  national  union  as  the  protector  of  the  rights  which  he  so 
highly  valued.  This  fact,  over  and  above  the  part  played  by  the 
national  unions  in  securing  the  establishment  of  these  rules,  was  of 
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undisputed  value  to  the  national  unions  in  obtaining  and  holding  the 
allegiance  of  the  workers. 

The  national  adjustment  boards  were  discontinued  after  the  roads 
were  returned  to  private  management;  and,  although  the  Transporta- 
tion Act  authorizes  the  formation  of  such  boards,  subject  to  an  appeal 
to  the  Railroad  Labor  Board,  the  roads  have  refused  to  reconstitute 
them.  A  number  of  western  roads  have  combined  to  establish  a  re- 
gional adjustment  board  and  a  regional  board  has  been  projected  for 
a  few  eastern  roads,  but  these  boards  are  to  include  only  the  older 
Brotherhoods.  The  roads  have  not  formed,  and  there  are  indications 
that  they  will  not  agree  to  form,  regional  adjustment  boards  for  the 
shop  crafts  or  the  miscellaneous  occupations. 

It  is  unlikely  that  any  system  of  adjusting  individual  grievances 
and  claims  wUl  prevail  that  will  be  as  favorable  to  the  national  unions 
as  the  national  adjustment  boards.  In  the  cases  of  the  shop  crafts  and 
miscellaneous  occupations,  the  practical  functioning  of  die  national 
union  may  be  very  seriously  curtailed.  If  the  roads  refuse  to  set 
up  joint  boards  of  any  wider  jurisdiction  than  the  single  road  or 
system,  the  advantage  of  membership  in  a  wider  organisation  is  re- 
duced. To  be  sure,  the  national  union  would  be  useful  in  carrying 
appeals  from  the  road  board  to  the  Railroad  Labor  Board.  But 
what  the  national  union  can  get  from  the  Railroad  Labor  Board  is 
likely  to  be  less  than  it  was  able  to  get  from  its  own  national  adjust- 
ment board  in  the  days  of  government  control.  If  each  road  has  its 
own  joint  board,  and  if  the  individual  worker  can  vote  for  his  repre- 
sentative and  get  easy  access  to  the  board,  regardless  of  union  member- 
ship or  non-membership,  and  if  the  workers  generally  come  to  have 
confidence  that  they  can  get  redress  from  their  road  boards  in  any 
case  that  would  have  a  fair  chance  of  success  before  the  Railroad 
Labor  Board,  the  hold  of  the  national  unions  on  their  members  will  be 
greatly  weakened. 

With  respect  also  to  the  other  great  function  of  national  unions, 
that  of  collective  bargaining  for  wages  and  general  conditions,  the 
position  of  the  national  unions  is  weaker  than  it  was  in  February,  1920. 
It  must  not  be  forgotten  that  it  was  the  RaQroad  Administration,  and 
not  the  roads,  that  introduced  the  national  basis  in  collective  bargain- 
ini^  for  the  shop  crafts  and  extended  collective  bargaining  to  the  mis- 
cellaneous occupations.  It  is  true  that  the  Transportation  Act  gives 
the  workers  the  right  to  continue  to  use  the  national  unions  as  their 
agents  in  the  determination  of  waires  and  other  conditions  if  they  so 
choose.  But  recosnition  of  this  right  in  the  law  and  by  the  Board 
is  far  different  from  willing  recognition  by  employers  anxious  to 
reach  a  settlement  with  the  unions  and  from  the  urenerons  recognition 
accorded  bv  the  Railroad  Administration.     Since  the  roads  went  back 
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to  private  management^  no  big  issue  has  been  settled  by  direct  agree- 
ment between  the  roads  and  the  respective  anions.  Successful  col- 
lective bargaining  on  a  large  scale  has  been  suspended. 

What  we  have^  it  seems^  is  de  facto  compulsory  arbitration.  In  the 
matter  of  wages  the  Board  has  given  and  the  Board  has  taken  away. 
The  national  unions  have  functioned  as  advocates^  rather  than  as 
bargainers.  Judicial  determination  has  succeeded  to  the  earlier  joint 
determination  by  the  unions  and  the  roads^  with  all  the  elements  of 
bargaining  strength  entering  in^  and  the  later  joint  determination  by 
the  unions  and  a  sympathetic  Railroad  Administration.  And  the  fight- 
ing strength  of  the  unions  in  interest  is  not  one  of  the  seven  factors 
that  the  Transportation  Act  requires  the  Board  to  take  into  considera- 
tion in  reaching  its  decisions. 

How  will  this  change  affect  the  unions?  Will  it  not  weaken  them 
with  that  large  class  of  workmen  who  will  belong  to  labor  organisa- 
tions only  when,  and  so  long  as,  they  see  some  individual  advantage 
to  be  gained  through  union  membership  which  will  be  lost  if  they  do 
not  support  the  union?  The  old  Brotherhoods  may  hold  their  mem- 
bership nearly  intact,  through  tradition  and  because  of  the  greater 
willingness  the  roads  have  shown  to  deal  with  them  than  with  the 
other  unions.  The  shop-craft  unions  have  an  element  of  strength  also 
in  the  desire  of  those  craftsmen  who  may  anticipate  seeking  employ- 
ment at  some  time  outside  the  railroad  shops  to  belong  to  the  national 
unions  in  their  respective  crafts.  The  miscellaneous  unions  are  in  the 
weakest  position,  and  I  think  we  may  expect  a  relatively  large  recession 
of  membership  in  this  group  from  the  1920  figures. 

M.  B.  Hammond. — The  figures  given  by  Professor  Barnett  to  show 
the  growth  of  trade  unionism  in  the  United  States  from  1918  to  1920 
doubtless  represent  the  situation  as  accurately  as  it  can  be  portrayed 
from  such  sources  as  are  available.  His  figures  are  in  substantial 
agreement  with  those  gathered  and  published  by  the  International 
Labour  Office  at  Geneva.  Incidentally,  it  may  be  remarked  that  while 
trade-union  membership  has  had  a  phenomenal  growth  in  the  United 
States  since  1918  its  growth  elsewhere  has  been  even  more  remarkable. 
The  figures  published  by  the  International  Labour  Office  show  that 
while  the  trade  unions  in  the  United  States  have,  roughly  speaking, 
doubled  their  combined  membership  since  1918,  they  have  in  the 
world  as  a  whole  trebled  their  membership  during  the  same  years. 

We  are  more  concerned,  however,  with  the  significance  of  this 
growth  than  with  the  mere  fact  of  increase.  Ordinarily,  one  would 
point  to  such  a  rate  of  growth  as  an  indication  of  the  growing  im- 
portance of  the  trade  union  as  an  institution  in  our  social  and  industrial 
life.  This  may  be  a  true  interpretation  of  the  statistics  For  most 
countries  I  am  inclined  to  think  it  is  the  true  interpretation,  but  I  am 
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inclined  to  be  somewhat  donbtf ul  as  to  whether  this  can  be  said  to  be 
trae  of  trade  unionism  in  the  United  States^  and,  if  I  understand 
Professor  Barnett's  implications,  he  shares  somewhat  this  scepticism. 

The  first  thing  to  which  I  want  to  call  attention  arises  from  the 
comparison  between  the  rates  of  growth  of  trade  unionism  in  the 
United  States  and  the  rest  of  the  world  of  which  I  have  just  spoken. 
In  the  United  States  our  strong  unions  have  laid  their  emphasis  upon 
efforts  to  secure  recognition  by  employers  and  employers'  associations 
and,  when  this  has  been  obtained,  have  sought  to  accomplish  their 
purposes  by  means  of  collective  bargaining.  On  the  whole,  they  have 
placed  less  emphasis  upon  labor  legislation,  except  such  legislation 
as  was  necessary  to  remove  their  legal  disabilities,  and  they  have 
constantly  and  successfully  resisted  the  efforts  of  an  aggpressive  minor- 
ity of  their  members  and  of  some  of  their  friends  outside  the  unions 
to  have  the  trade  union  movement  organize  as  a  political  party.  In 
urging  the  pursuit  of  this  non-partisan  political  program,  trade-union 
leaders  have  doubtless  had  in  mind  the  results  of  fruitless  efforts  of 
earlier  and  now  defunct  labor  organizations  which  attempted  to  win 
their  victories  by  direct  political  action. 

I  am  not  criticising  American  trade  union  leaders  for  refusing  to 
organize  a  Labor  Party.  To  win  a  political  victory  in  the  United 
States,  a  labor  party  would  have  to  have  the  support  of  farmer  votes ; 
and  in  the  United  States,  at  least,  land-owning  farmers  and  agricul- 
tural tenants  who  hope  to  become  land  owners  have  not  felt  that  their 
permanent  interests  were  those  of  the  city  wage-earners.  But  that 
to  which  I  am  calling  your  attention  is  the  fact  that  European  trade 
unions  which  have  pursued  the  opposite  policy  have  increased  their 
membership  at  a  more  rapid  rate  than  have  the  American  unions. 
The  country  with  the  largest  trade  union  membership  is  Germany, 
where  the  number  of  members  has  gprown  from  four  and  one-half 
millions  in  1913  to  an  estimated  thirteen  millions  in  1920.  In  Ger- 
many the  trade  unionists  constitute  the  strength  of  the  dominant  social- 
ist party,  which,  since  the  revolution  of  1918,  has  had  control  of 
governmental  administration.  In  Russia,  with  a  trade  union  membership 
of  nearly  ^ve  and  a  quarter  millions,  we  have  had  a  trial — and  appar- 
ently a  failure — of  genuine  Marxian  socialism,  the  rule  of  the  prole- 
tariat, which  has  had  its  power  centered  in  the  trade  unions.  Belgium, 
France  and  Italy,  all  with  socialistic  governments,  show  an  increase 
in  trade-union  membership  of  from  one  hundred  to  two  hundred  per 
cent.  Other  Continental  countries  and  some  of  the  British  colonies 
show  an  even  more  striking  growth  in  the  membership  of  the  unions 
and  correspondingly  great  political  influence  of  the  labor  or  socialistic 
parties. 

I  hope  that  none  of  my  audience  will  get  the  impression  from  what 
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I  am  saying  that  I  think  there  is  any  necessary  connection  between 
the  growth  of  political  power  on  the  part  of  the  trade  nnions  and 
socialism.  Those  of  yon  who  are  familiar  with  the  political^  industrial^ 
and  social  environment  of  Continental  countries  know  that  there  were 
ample  reasons  for  the  association  of  trade  unionism  and  political 
socialism  in  those  countries.  It  is  also  true  that  since  the  Socialist 
parties  have  come  to  the  top  in  the  political  chaos  which  has  followed 
the  Armistice^  they  hare^  outside  of  Russia^  at  leasts  either  willingly 
or  of  necessity  so  modified  their  programs  that  there  is  little  of 
genuine  socialism  left  in  them.  In  f act^  the  striking  thing  about  their 
demands  and  their  accomplishments,  as  I  shall  presently  point  out^ 
is  that  they  represent  those  things  which  we  have  long  associated  with 
trade  unionism  rather  than  with  socialism. 

In  Great  Britain,  where,  in  spite  of  a  strong  socialistic  element 
in  the  political  labor  party,  that  party,  now  occupying  the  Opposition 
benches  in  Parliament,  is  trade  union  rather  than  socialistic  in  its 
composition  and  policies.  While  the  Coalition  of  the  older  parties 
continues,  the  Labor  Party  is  bound  to  remain  weak  in  numbers;  and 
it  may  not  in  the  near  future  become  one  of  the  leading  political 
parties,  but  the  influence  of  the  trade  unionists  in  government  circles 
is  unquestionably  great  and  is  not  likely  to  become  weaker. 

In  all  the  leading  European  countries  and  in  the  British  colonies, 
the  trade  union  movement  can  point  to  some  very  definite  and  positive 
results  secured  by  means  of  legislation.  Perhaps  the  most  important 
of  these  is  the  almost  universal  adoption  in  countries  with  socialistic 
or  labor  governments  of  the  legal  eight-hour  day.  The  leading  motive 
in  this  legislation  is  one  which  has  been  controlling  in  the  history 
of  trade  unionism  in  all  countries.  It  was  not  the  industrial  motive, 
namely,  the  idea  that  eight  hours  will  lead  to  larger  production  than 
a  working  day  of  greater  length,  nor  yet  the  health  motive  with  which 
we  are  so  familiar  in  our  own  hours'  legislation,  especially  for  women 
and  children.  It  was  rather  the  demand  for  leisure  for  the  worker,  or 
what  the  Manchester  Guardian  calls  "the  desire  to  have  more  range 
and  choice  and  initiative  in  one's  own  life,"  which  led  to  this  rapidly 
attained  result  in  the  field  of  legislation.  Other  results  of  the  partici- 
pation of  labor  in  politics  in  Europe  have  been  the  laws  providing  for 
the  participation  of  labor  in  the  management  of  industries,  the  rapid 
extension  of  social  insurance,  particularly  unemployment  insurance, 
and  minimum  wage  legislation.  Although  labor  has  suffered  severe 
defeats  in  the  industrial  field  since  the  Armistice,  in  Europe  as  well 
as  in  America,  the  most  notable  of  which  is  the  now-admitted  failure 
of  the  proletariat  control  of  industries  in  Soviet  Russia,  these  achieve- 
ments of  organized  labor  in  Europe  by  way  of  the  legislative  route 
are  in  striking  contrast  with  the  failure  of  organized  labor  to  attain 
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any  considerable  results  in  the  United  States  since  the  signing  of  the 
Armistice^  in  spite  of  the  great  increase  in  the  membership  of  the 
trade  miions. 

The  rdoctance  of  the  trade  union  leaders  in  the  United  States  to 
seek  to  secure  some  of  their  demands  by  means  of  legislation  seems 
to  me  to  be  at  least  in  part  responsible  for  the  failure  of  organised 
labor  to  impress  upon  the  American  social  mind  the  importance  of  its 
task  and  a  realization  of  the  strength  of  the  numbers  behind  it«     It  is 
only  by  means  of  legislation  that  the  trade  muon  movement  can  secore 
the  effectiYe  cooperation  of  many  influential  persons  and  voluntary 
associations  in  the  ranks  of  what  is  generally  known  as  the  "middle 
dass"  in  the  attainment  of  what  are  believed  by  such  persons  and 
associations  to  be  legitimate  social  demands.     I  think  that  a  careful 
study  of  the  progress  of  the  laboring  class  in  this   and  in  other 
comitries  will  show  that  the  most  important  and  permanent  results 
have  been  attained  by  means  of  legislation^  and  I  think  that  the  same 
careful  study  will  show  that^  with  few  exceptions^  in  this  country  at 
leasts  the  movement  which  resulted  in  the  enactment  of  the  most  im- 
portant labor  laws  originated  outside  the  ranks  of  organized  labor 
and  for  a  time^  at  least,  secured  little  interest  and  support  from  the 
trade  unions.     I  believe  this  statement  will  generally  hold  true  of 
child  labor  legislation,  of  factory  legislation  in  general,  of  minimum 
▼age  laws,  and  of  workmen's  compensation  legislation  and  other  forms 
of  social  insurance.     Sometimes  the  support  of  organised  labor  has 
been  secured  in  the  later  stages  of  the  passage  of  such  laws  and 
frequently  their  initiative  or  cooperation  has  been  responsible  for  the 
effective  enforcement  of  such  laws^  when  the  benefits  of  the  legislation 
had  begun  to  be  realized.     Generally  speaking,  however,  I  think  it 
will  be  found  true  that  organized  labor  in  the  United  States  has 
devoted  its   strength  to  the  cause  of  collective  bargaining.     Like, 
doubtless^  most  of  my  auditors,  I  have  long  been  a  defender  of  the 
plan  of  collective  bargaining  as  the  most  effective  way  of  protecting 
the  propertyless  laborer  in  the  making  of  the  labor  contract.     It  is, 
therefore,  not  doubt  in  my  own  mind  as  to  the  validity  of  the  princi- 
ple of  collective  bargaining  or  as  to  the  need  of  strong  trade  unions 
as  instruments  and  agencies  for  the  accomplishment  of  this  purpose 
which  leads  me   to  question  the  wisdom   of  American  trade  union 
leaders  in  giving  their  energies  so  exclusively  to  the  pursuit  of  this 
one  objective,  while  neglecting  other  members  of  the  laboring  class,  and 
other  modes  of  improving  the  condition  of  their  constituents  which 
have  won  great  victories  abroad. 

If  I  am  right  in  my  belief  that  the  American  trade  union  movement 
has  not  secured  either  from  employers  or  from  the  public  at  large 
that  support  for  its  policies  and  progpram  which  the  strength  of  its 
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numbers  would  lead  one  to  expect^  I  must  add  that  I  believe  there  is 
another  and  a  more  fundamental  explanation  for  this  failure.  It  is 
the  claim  of  trade  unionists  that,  if  their  associations  are  recognised 
as  the  agencies  for  making  the  labor  contract,  they  are  prepared  to 
offer  employers  decided  advantages  in  the  way  of  quality  of  work- 
manship and  in  increased  stability  of  the  labor  market  which  will  more 
than  compensate  employers  for  their  surrender  of  the  privilege  of 
dealing  with  laborers  as  individuals,  and  which  will  also  carry  with 
collective  bargaining  great  advantages  to  the  consumers. 

The  argument  is  a  plausible  one  and  it  is  a  belief  in  such  possibili- 
ties which  has  led  most  of  us  to  the  support  of  collective  bargaining. 
It  would  seem,  however,  that  by  this  time  the  advantages  of  collective 
bargaining  would  have  so  impressed  themselves  upon  employers  that 
the  most  astute  ones  would  have  been  eager  to  secure  these  advantages 
for  themselves.  Yet  we  find  that,  outside  those  industrial  groups  in 
which  Professor  Barnett  has  just  shown  that  trade  unionism  has  been 
aided  by  peculiar  trade  conditions,  collective  bargaining  has  made 
strangely  little  headway  with  the  employers  in  the  United  States. 
The  big  industrial  corporations  and  the  establishments  in  which 
large-scale  operations  are  carried  on  are  giving  more  attention  than 
ever  before  to  the  establishment  of  those  conditions  which  make  for 
the  efficiency  of  their  laborers  and  the  stability  of  their  labor  supply. 
Yet,  with  very  few  exceptions,  the  managers  of  such  corporations  and 
establishments  have  not  been  converted  to  the  gospel  of  collective 
bargaining  throagh  the  agency  of  the  trade  unions.  Mostly,  they 
have  refused  to  recognize  the  unions  as  the  representatives  of  their 
own  employees  and  when  they  have  seen  the  desirability  of  giving  their 
own  employees  some  representation  in  the  management  of  the  plants, 
as  is  now  the  gprowing  practice  in  relation  to  those  matters  in  which 
labor  has  chief  concern,  such  managers  have  almost  always  preferred 
to  deal  with  representatives  selected  by  organizations  of  their  own 
employees  than  to  deal  wth  union  representatives.  In  other  countries, 
industrial  representation  of  employees  seems  generally  to  come  through 
the  trade  unions;  and  I  am  not  claiming  that  the  so-called  "American 
plan"  is  to  be  preferred,  or  that  it  is  the  right  method  to  secure 
genuine  industrial  democracy.  But  what  I  am  asking  is.  Why  have 
American  trade  union  leaders  failed  in  the  course  of  an  entire  genera- 
tion since  modern  trade  union  methods  were  adopted  in  this  country 
to  "sell"  their  wares  to  either  the  employers  or  the  public  ? 

Is  not  the  failure  due  to  the  fact  that  both  employers  and  the 
public  have  discovered  that,  when  once  the  unions  have  obtained  recog- 
nition and  have  established  collective  bargaining,  they  have  preferred 
to  push  their  advantages  by  monopolistic  methods  rather  than  by 
methods  which  would  result  in  enlarged  production  and  a  lessening  of 
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industrial  strife?  There  is  no  time  here  to  discuss  the  matter  at 
length.  We  are  all  familiar  with  the  methods  for  restricting  pro- 
dnction^  by  direct  or  indirect  means^  which  are  employed  by  nearly 
all  the  large  unions — ^methods  which  recently  brought  a  sharp  rebuke 
from  such  a  staunch  friend  of  labor  as  Judge  Landis^  when  he  made 
his  award  in  the  arbitration  case  of  the  Chicago  building  trades. 
While  such  methods  may  be  justified  at  times  as  weapons  of  defense 
in  a  class  war^  they  can  not  be  defended  as  socially  beneficial  or  as 
part  of  a  permanent  policy  any  more  than  can  the  monopolistic  price 
policies  of  the  industrial  combinations. 

Surely^  collective  bargaining  can  be  made  to  succeed  without  reliance 
on  these  monopolistic  methods.  If  the  unions  are  to  regain  the  con- 
fidence of  the  public^  which  has^  I  think^  been  in  some  measure  lost 
to  them  in  recent  years,  they  must  do  so  by  methods  which  are  in 
harmony  with  a  program  for  social  and  industrial  efficiency.  Possibly 
it  is  to  be  regarded  as  a  welcome  sign  of  an  awakened  conscience 
of  the  American  trade  union  movement  that  at  the  recent  Denver 
convention  of  the  American  Federation  of  Labor  one  of  the  resolutions 
adopted  declared  that  "there  are  but  two  avenues  to  higher  standards 
of  living  for  our  people  as  a  whole — ^the  elimination  of  waste  and 
increased  productivity. ' ' 

F.  S.  Deibler. — The  paper  of  Dr.  Leiserson  contains  many  points 
of  interest  for  the  students  of  labor  problems.  His  experience  as 
arbitrator  has  given  him  an  excellent  opportunity  to  observe  the  de- 
velopment and  operation  of  a  system  of  government  in  industry.  In 
presenting  his  topic,  the  first  section — "The  Goal  of  Trade  Unionism" 
— ^is  interesting  enough  in  itself,  but  has  little  direct  bearing  upon 
the  main  theme  which  he  later  develops.  However,  if  I  may  digress, 
as  I  think  Dr.  Leiserson  has,  to  consider  the  points  raised  in  this 
portion  of  his  paper,  I  may  say  that  I  find  myself  in  substantial  agree- 
ment with  his  criticism  of  Hoxie's  functional  classification  of  Unionism, 
but  I  am  accustomed  to  place  a  different  emphasis  on  the  point.  The 
word  "functional"  as  used  by  Professor  Hoxie,  is  misleading.  The 
terms  which  he  uses,  "business  unionism,"  "up-lift  unionism,"  "revolu- 
tionary unionism,"  and  "predatory  unionism,"  are  quite  descriptive  and 
extremely  useful,  but  are  descriptive  of  methods  used  by  unions  rather 
than  of  functions  performed.  The  function  of  Unionism  is  to  protect 
and  promote  the  economic  interests  of  the  workers  as  workers.  The 
most  radical  I.  W.  W.  may  claim  this  common  purpose  as  his  goal 
alongside  oi  the  most  conservative  trade  unionist — and  yet  the  methods 
of  attaining  these  ends  may  be  as  widely  separated  as  those  of  the 
"business"  union  and  the  "revolutionary"  or  "predatory"  union.  If  I 
am  correct  in  my  distinction,  unionism  may  be  unitary  from  the  point 
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of  view  of  fimction^  and  vary  widely  in  the  methods  of  attaining  its 
ends  or  purposes. 

Turning  now  to  the  main  theme— Constitutional  Government  in 
American  Industries — ^there  are  at  least  three  queries  that  may  be 
raised  concerning  this  subject:  (1)  What  is  meant  by  constitutional 
government  in  industry?  (2)  To  what  extent  can  employer-employee 
relations  be  resolved  by  the  application  of  principles?  (8)  Does  not 
the  success  of  any  plan  depend  quite  as  much  upon  the  sincerity 
and  "good  will"  of  the  two  parties  as  upon  the  form  of  machinery 
through  which  they  operate? 

From  the  most  casual  reading  of  the  literature  on  this  subject^  it 
will  be  apparent  that  this  expression — constitutional  government  in 
industry — ^is  most  loosely  used.  Sometimes  the  expression  is  made  to 
include  the  agreements  worked  out  by  a  trade  union  and  an  individual 
employer ;  again  it  may  mean  the  negotiations  between  representatives 
of  the  employers  and  representatives  of  the  men  for  an  industry — ^as  in 
the  coal  mining  industry  in  the  central  states  territory;  or  it  may 
include  only  those  schemes  that  have  set  up  definite  machinery  for 
the  adjustment  of  disputes — as  in  the  men's  clothing  industry;  or 
again  it  may  be  inclusive  of  all  methods  that  are  being  tried  out  as 
means  of  adjusting  the  employer-employee  relations. 

While  Dr.  Leiserson  does  not  define  his  usage^  yet  it  is  apparent 
from  the  context  that  he  is  using  the  expression  in  an  inclusive  sense 
and  has  in  mind  the  evolution  in  the  direction  of  limiting  the  employer's 
right  of  absolute  control  in  industry.  By  anology  he  finds  the  various 
elements  of  government  developing  in  industry — ^taking  on  the  consti- 
tutional forms  well  known  in  modern  states.  From  a  sociological 
point  of  view^  I  suppose^  it  is  correct  to  emphasize  group  action  and 
to  show  how  similar  sets  of  circumstances  tend  to  develop  similar 
institutions^  whether  these  influences  are  operating  within  the  larger 
social  group  or  within  that  group  represented  by  the  employer- 
employee  relations.  The  significant  thing  in  this  study,  as  I  see  it,  is 
not  the  kind  or  form  of  institution  that  is  developing,  but  the  fact 
that  an  orderly  procedure  in  disposing  of  conflicting  interests  has  been 
devised  and  that  one  should  analyze  that  procedure  to  see  what  changes 
it  imposes  upon  the  relations  of  the  parties  thereto.  The  real  contri- 
bution in  this  paper  is  in  calling  attention  to  these  changes  and  point- 
ing to  the  direction  in  which  the  movement  is  going. 

A  significant  fact  to  be  noted  is  the  development  of  limits  on  the 
control  exercised  by  the  employer.  Dr.  Leiserson  very  convincingly 
describes  the  change  and  gives  adequate  proof  for  this  general  state- 
ment. His  position  can  be  greatly  strengthened  by  reviewing  certain 
historical  relations.  The  right  of  the  employer  to  exercise  control  in 
industry  is  based  upon  the  right  of  property.     Since  the  abolition  of 
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alayery,  ownership  rights  have  been  confined  to  land  and  capital,  and, 
from  tile  point  of  view  of  the  entrepreneur,  labor  has  been  an  unowned 
factor.  In  the  simpler  stages  of  industry  the  control  exercised  by  the 
entrepreneur  was  not  fraught  with  the  same  social  consequences  as 
now.  It  could  not  affect  so  powerfully  the  life  of  the  laborer  as  in 
modem  conditions  where  concentration  of  control  has  become  so  im- 
portant.  As  long  as  the  producing  unit  was  small  and  the  number  of 
competing  employers  large,  there  was  littie  need  for  labor  to  dispute 
the  control  exercised  by  the  employer.  The  laborer  found  that  his 
interests  were  reasonably  protected  by  the  operation  of  competitive 
forces,  and,  in  addition,  the  employer-employee  relations  were  more 
personal  than  now. 

But  the  industrial  changes  during  the  last  half  century  have  greatiy 
modified  these  simpler  conditions.  The  most  potent  influence  in  cen- 
tralizing control  in  modern  industry  has  been  the  corporation.  What- 
ever may  have  been  its  effects  upon  ownership,  the  corporation  has 
greatiy  concentrated  control.^  Under  these  conditions  the  interests  of 
the  unowned  factor — ^labor — do  not  coincide  at  all  times  with  those 
of  the  entrepreneur,  nor  are  they  protected  and  promoted  by  the  same 
forces  which  promote  those  of  the  employer.  Hence,  at  this  point 
labor  begins  to  dispute  the  rights  of  control  based  upon  the  ownership 
of  property  and  demands  a  voice  in  the  determination  of  the  policy 
of  the  business  so  far  as  this  pertains  to  questions  that  intimately 
affect  labor.  When  we  survey  the  whole  industrial  field,  three  fairly 
distinct  stages  in  this  development  may  be  observed:  (1)  The  laborer 
demands  wage  and  working  conditions  suitable  to  himself.  (2)  He 
insists  that  his  organisation  be  recognized  and  his  representatives  be 
regularly  consulted  in  the  determination  of  the  labor  policy.  This 
stage  often  leads  to  vigorous  resistance  on  the  part  of  the  employer. 
Strikes  and  labor  disputes  will  ensue  before  the  employer  is  willing 
to  concede  the  rights  demanded  and  to  agree  to  a  limit  on  his  control. 
(3)  There  is  the  stage  in  which  regular  machinery  is  set  up  for  the 
operation  of  the  joint  control.  As  soon  as  the  employer  releases  his 
control  and  collective  bargaining  begins,  then  there  arises  a  problem 
of  organization  for  the  effective  operation  under  the  new  situation. 
It  is  in  this  stage  that  we  find  such  an  industry  as  the  manufacture  of 
men's  apparel.  The  entrepreneur,  or  management,  now  faces  two 
problems :  (a)  what  form  of  machinery  is  best  adapted  to  the  industry 
in  question;  and  (b)  what  principles,  if  any,  can  be  found  to  guide 
the  operation  of  the  machinery  thus  constituted.  To  what  extent  can 
the  field  of  dispute  be  narrowed  and  on  what  principles  or  philosophy 

'It  is  frequentiy  shown  how  the  corporation  has  made  possible  the  diffusion 
of  ownership  and  many  companies  point  with  pride  to  the  wide  holdings  of 
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can  management  and  employees  agree  in  advance  that  will  insure  the 
protection  and  promotion  of  the  interests  of  both. 

This  leads  to  the  second  query^  namely^  to  what  extent  can  disputed 
questions  be  resolved  by  the  application  of  principles?  Here  I  con- 
ceive two  sets  of  problems,  those  that  pertain  to  "working  rules,"  and 
those  that  pertain  to  wages.  Both  affect  costs  and  are  important  to 
the  employer.  The  extent  to  which  problems  gprowing  out  of  "working 
rules"  can  be  resolved  by  principles  seems  to  me  to  be  very  limited. 
A  conunon  rule,  as  the  number  of  apprentices  allowed,  or  a  rule  on 
the  introduction  of  new  processes,  often  appears  in  agreements  cover- 
ing either  a  market  or  an  industry,  but  when  the  test  comes  there  is  no 
very  clear-cut  principle  to  resolve  the  points  in  dispute.  The  cases 
are  usually  settled  by  compromise.  Besides,  the  trade  practice  is 
likely  to  vary  from  establishment  to  establishment  so  that  many  rules 
operate  only  within  a  single  plant.  Perhaps  longer  experience  in  ne- 
gotiating through  the  constitutional  forms  which  Dr.  Leiserson  has  in 
mind  will  result  in  the  building  up  of  standards  that  are  mutually 
satisfactory. 

When  we  turn  from  working  rules  to  wages,  and  inquire  the  extent 
to  which  principles  can  be  applied  here,  we  might  expect  a  more  con- 
fident answer.  Economists  for  years  have  been  thinking  and  writing 
on  distribution  and  have  had  much  to  say  concerning  wages.  But 
what  has  been  said  on  this  question  has  had  to  do  mainly  with  func- 
tional distribution  and  furnishes  little  guidance  for  the  determination 
of  wage  disputes.  Take  the  productivity  theory  for  example.  This 
is  a  useful  statement  in  explaining  in  a  broad  way  the  division  of 
social  income  among  the  factors  of  production,  but  its  use  is  very 
limited  in  determining  quantitatively  the  pay  of  an  individual  worker. 
Employers  like  to  use  a  piece-work  system  of  pay  and  often  argue 
that  in  this  way  each  man  is  paid  according  to  his  merits  or  output. 
But  how  can  the  piece  rate  be  determined?  At  best  the  productivity 
theory  can  be  used  to  set  broad  limits  within  which  negotiations  may 
take  place. 

A  second  theory  frequently  advanced  as  a  means  of  settling  wage 
differences  is  the  "cost  of  living."  This  suggestion  has  the  merit  of 
lending  itself  to  a  rough  quantitative  measurement.  But  when  applied 
there  seems  to  be  room  for  wide  differences  of  opinion  as  to  what 
cost  of  living  actually  is  in  a  particular  instance.  Few  workmen  will 
accept  this  as  a  final  solution  of  the  wage  problem  because  it  leaves 
the  question  of  the  distribution  of  the  results  of  invention  and  progress 
unsettled.  While  the  acceptance  of  this  theory  may  be  useful  in 
narrowing  the  field  of  dispute,  there  still  remains  a  "no  man's  land" 
unprovided  for.  I  do  not  wish  to  imply  by  the  foregoing  discussion 
that  I  despair  of  the  application  of  principle  to  the  problems  involved. 
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My  point  is  that  it  is  not  sufficient  to  set  up  a  form  of  government  and 
expect  it  to  operate.  The  adoption  of  joint  control  as  indicated  sets 
up  new  responsihilites^  and^  if  successful,  management  will  be  required 
to  give  to  these  the  same  kind  of  intelligent  consideration  as  goes  into 
the  technical  and  sales  sides  of  the  business. 

In  the  operation  of  any  such  system  as  Dr.  Leiserson  describes, 
there  is  one  point  at  which  a  serious  mistake  may  easily  be  made  which 
will  have  large  economic  and  social  consequences.  Many  decisions 
formerly  made  by  the  entrepreneur  are  now  shifted  to  the  joint  ma- 
chinery of  control.  In  this  shift  there  is  danger  of  encroaching  upon 
the  elasticity  that  should  exist  in  a  healthy  state  of  industry.  A  de- 
cision under  joint  control  becomes  a  point  of  advantage  and  the  party 
benefiting  thereby  will  resist  a  modification.  Formerly,  a  decision 
could  be  modified  at  will  of  employer,  thereby  giving  great  elasticity  in 
adapting  practices  to  conditions.  In  this  regard  the  joint  machinery 
of  control  operates  much  as  a  supreme  court.  There  is  this  advantage 
in  the  operation  of  a  plan  like  that  in  the  clothing  trade  over  govern- 
ments— ^the  whole  trend  may  be  more  easily  modified,  as  the  result  of 
the  recurring  renewals  of  the  agpreement,  than  a  change  made  in  the 
constitution  of  a  state  or  the  nation.  But  nevertheless,  it  would  seem 
to  me  that  during  the  life  time  of  the  agreement  the  impartial  ma- 
chinery should  confine  its  decisions  strictly  to  the  specific  problem 
before  it,  rather  than  look  for  a  broad,  inclusive  principle  that  will 
settle  all  the  difficulties  in  the  industry.  The  latter  policy  will  be 
elusive,  and  every  decision  tends  to  narrow  the  influence  of  the  joint 
control  and  limit  its  power  to  make  decisions  in  the  interest  of  the 
industry. 

My  last  query  is  whether  the  success  of  any  plan  does  not  depend 
more  upon  the  "good  will"  between  the  parties  and  the  sincerity  of 
each  in  accepting  the  new  relationship  than  upon  the  form  of  the 
machinery  adopted.  My  observation  leads  me  to  this  conclusion,  and 
the  evidence  supporting  it  is  the  fact  that  a  wide  variety  of  forms 
have  operated  effectively,  when  there  has  been  a  disposition  to  agree. 
Mr.  J.  £.  Williams  expressed  this  idea  perfectly  when  he  said,  "Any 
system  will  work  when  there  is  a  will  to  agree." 

NoBL  Sargent. — Dr.  Bamett  sounded  the  text  for  my  remarks  in 
his  statement  of  the  reluctance  of  trade  unions  to  g^de  their  policies 
by  purely  competitive,  economic  considerations.  This  fact  is  complete 
justification  of  the  arguments  made  by  opponents  of  the  closed  shop, 
which  system  if  it  should  prevail  on  a  national  scale  would  put  the 
present  uneconomic  policies  and  methods  of  the  trade  and  labor 
unions  in  control  of  industry  to  an  extremely  detrimental  extent. 

It  is  with  a  full  sense  of  the  so-called  elements  of  partisanship  that 
I  venture  to  speak  upon  this  controversial  topic,  since  it  is  by  no 
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means  the  only  labor  problem  which  exists.  The  splendid  paper  on 
the  gprowth  and  prospects  of  American  unionism  justifies  some  elabora- 
tion upon  the  remarks  as  to  the  gpreater  character  of  union  policies. 

It  will  be  well  here  to  enumerate  a  few  of  these  policies,  and  the 
methods  by  which  they  are  put  into  practice.  All  of  these,  and  many 
more,  have  been  clearly  revealed  by  investigations  in  New  York  City 
during  the  past  month  of  the  Lockwood  Conunittee,  authorized  by  the 
State  Senate. 

1.  Duplication  of  work  is  made  necessary  by  forcing  destruction 
of  casts,  etc.,  once  used. 

2.  The  use  of  improved  methods  is  opposed. 

8.  The  "permit"  system  under  which  independent  workers  must 
pay  weekly  to  the  union,  fees  larger  than  the  dues  paid  by  union 
members,  for  the  privilege  of  working.  In  New  York  City,  3000 
union  electricians  were  shown  to  control  the  labor  of  1 5,000  non-union 
electricians. 

4.  Refusal  to  admit  new  members.  Several  New  York  unions 
have  no  more  members  than  ten  and  fifteen  years  ago,  despite  the 
expansion  of  building  operations. 

5.  The  apprenticeship  system  is  merely  another  method  of  re- 
stricting union  membership.  Reductions  in  the  number  of  skilled 
workers  do  more  than  create  artificial  monopolies  and  increase  costs. 
They  increase  the  number  of  unskilled  and  consequently  increase  the 
ranks  of  those  who  suffer  most  in  periods  of  unemployment. 

We  all  recognize,  in  theory  at  least,  the  harmful  effects  of  policies 
such  as  those  just  mentioned.  It  is  possible,  fortunately,  to  make 
some  investigations  of  the  practical  results  of  these  policies.  In 
speaking  of  these  policies,  I  should  mention  that  the  gpreat  value  of 
proper  organization  is  fully  recognized  and  admitted. 

Let  us  examine  the  records  of  building  permits  for  the  first  nine 
months  of  1921  in  thirty  prominent  American  cities,  twenty-five  of 
them  being  among  the  fifty  largest  cities,  according  to  the  1920  census. 

In  fifteen  of  these  cities  building  is  on  an  open-shop  basis,*  in 
fifteen  it  is  on  a  closed-shop  basis.'  A  city  is  placed  in  neither  group 
unless  its  building  is  at  least  75  per  cent  "open"  or  "closed."  In 
those  cities  in  which  building  is  on  a  "closed-shop"  basis  the  per- 
capita  value  of  building  permits  for  the  first  nine  months  of  the 

^The  open-shop  cities  are  Los  Angeles,  Oklahoma  City,  St  Paul,  Detroit, 
Minneapolis,  Atlanta,  Richmond,  Milwaukee,  San  Antonio,  Seattle,  Grand 
Rapids,  Duluth,  Nashville,  Akron,  Spokane.  The  combined  population  Is 
4,260,412. 

The  cities  in  which  building  is  on  a  closed-shop  basis  include  New  York, 
Cleveland,  Indianapolis,  Newark,  Kansas  City  (Missouri),  Chicago,  Cincinnati, 
Dayton,  Syracuse,  Louisville,  Pittsburgh  and  McKeesport  (together).  New 
Orleans,  St.  Louis,  Scranton,  Butte.  I'hey  have  a  combined  population  of 
18,106,501. 
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present  year  was  $41/  in  the  "open-shop"  cities  the  figure  was  $48/ 
In  other  words  those  uneconomic  policies  which  we  condemn  in  theory 
are  shown  in  practice  to  decrease  the  amount  of  building  construction 
and  to  delay  the  ending  of  the  present  structural  shortage. 

Less  building  naturally  means  less  employment  This  fact  is 
extremely  important  since  the  building  industry  is  one  of  the  key 
industries  of  the  country.  A  report  issued  by  the  Committee  on  Statis- 
tics and  Standards  of  the  United  States  Chamber  of  Commerce,  the 
committee  including  many  eminent  economists,  declared: 

''Constniction  would  seem  to  be  the  barometer  of  our  industrial  life.  When 
depression  strikes  construction^  it  rocks  the  entire  industrial  structure  and 
'good  times'  undergo  a  process  of  metamorphosis  which  is  conducire  to  acute 
conditions.  But  wnen  the  tide  turns,  construction  is  the  first  to  be  carried 
with  the  rising  flood,  and  other  industries  follow  in  its  wake.** 

The  emergency  program  for  the  inmiediate  relief  of  idle  workers 
promulgated  by  the  National  Conference  on  Unemployment,  Sept- 
ember 80,  also  declared  (section  11): 

The  greatest  area  for  immediate  relief  of  unemployment  is  in  the  con- 
struction industry,  which  has  been  artificially  restricted  during  and  since  the 

war." 

The  building  industry,  therefore,  is  the  key  of  the  unemployment 
situation.  It  is  not  maintained  that  the  closed  shop  is  the  chief  cause 
of  unemployment,  or  that  the  universal  adoption  of  the  open  shop 
would  bring  universal  employment  But  it  is  maintained  that  closed- 
shop  conditions  tend  to  greatly  increase  the  extent  of  unemployment 
Much  as  I  favor  the  open  shop  it  is  perhaps  pertinent  to  say  that  I 
do  not  favor  its  attempted  establishment  by  legislation. 

The  Department  of  Labor  presented  to  the  National  Conference 
on  Unemployment  figures  as  to  the  number  of  those  unemployed  in 
our  cities.'  Taking  the  cities  for  which  the  previous  comparison  was 
made  we  find  that  where  building,  the  key  industry,  is  on  an  "open- 
shop"  basis  8.4  per  cent  of  the  population  was  unemployed;  where 
building  was  on  a  "closed-shop"  basis  7.4  per  cent  were  unemployed. 
That  is  to  say,  unemployment  was  117.6  per  cent  gpreater  where 
closed-shop  conditions  prevailed  in  the  building  industry. 

Dieia  do  not  succeed.  Until  sound  economic  principles  are  fully 
recognised  by  both  capital  and  labor,  individually  and  in  groups,  our 
industrial  efficiency  will  remain  impaired. 

The  inclusion  of  New  York,  with  an  average  of  $56,  makes  the  closed-shop 
figure  much  higher  than  real  comparative  conditions  between  the  two  groups 
warrants,  as  New  York  has  over  a  third  of  the  group  population.  The  com- 
paratively high  New  York  figure  is  the  result  of  tax  exemption  or^ianoes, 
and  eidsts  despite  very  restri&ve  practices  by  unions  and  builders. 

*For  eight  of  the  cities— Indianapolis,  St  Louis,  Scranton,  Butte,  Duluth, 
Oklahoma  City,  Nashville,  and  San  Antonio — ^figures  for  only  eight  montiis 
were  available  and  the  ninth  month  was  considered  as  one-eigfath  of  the  total 
of  the  other  months.  BuUdiuff  in  McKeesport  was  estimated  as  being  at  tiie 
fame  ratio  to  that  in  Pittsburni  as  its  population  bears — 7  A  per  cent. 

Thcsa  flguTCS  appeared  in  Um  New  York  Herald  of  October  S,  1931. 


94  American  Ecfmomic  Association 

Professor  Hollander  in  his  presidental  address  pointed  out  the 
absolute  necessity  of  "abandonment  of  unsound  practices"  in  our 
economic  system^  and  the  responsibilities  resting  upon  American 
economists  to  take  the  lead  in  the  creation  and  maintenance  of  sound 
industrial  policies  and  methods.  Economists  must  point  out  clearly 
the  fallacy  of  and  harm  resulting  to  the  public^  to  industry,  and  to  the 
worker  from  dicta  such  as  we  have  mentioned.  They  must  do  this^ 
if  they  are  to  best  represent  the  highest  meaning  of  their  science,  to  a 
greater  extent  and  in  a  more  forceful  manner  than  ever  before;  this 
is  a  paramount  duty  in  the  interest  of  national  prosperity.  Professors 
Bamett  and  Hollander  deserve  hearty  congratulations  for  indicating 
a  new  line  of  duty  which  economists,  if  they  have  not  overlooked  it, 
may  possibly  have  neglected  to  develop. 

Having  been  so  fortunate  as  to  have  had  especial  advantages  for 
the  study  of  the  "open-shop"  discussion  of  the  past  two  years,  particu- 
larly in  certain  of  its  phases,  I  shall  now  mention  briefly  a  few  of  the 
features  of  the  "conspiracy,"  "campaign,"  "discussion,"  or  "move- 
ment," as  it  has  been  variously  called. 

1.  The  most  important  fact,  it  seems  to  me,  is  the  extent  to  which 
the  advocates  of  the  open  shop  have  addressed  their  chief  arg^ument 
to  the  public.  They  maintain  that  the  chief  test  to  apply  to  any 
industrial  principle  is  whether  it  harms  or  benefits  the  general  public. 
The  closed-shop  protagonists,  on  the  other  hand,  have  almost  unani- 
mously refused  to  discuss  the  question  upon  that  basis,  preferring  to 
rely  upon  arguments  of  class  advantage,  with  particular  emphasis 
upon  alleged  benefits  to  the  minority  of  workers  who  are  members 
of  labor  organizations.  And  my  personal  opinion  is  that  these  organ- 
izations have  already  lost  much  more  than  the  10  per  cent  figures 
mentioned  by  Professor  Bamett.  With  the  present  type  of  leadership, 
and  with  the  prevailing  union  refusal  to  urge  individual  members  to 
increase  their  earnings  by  individual  merit,  a  further  decline  in  real 
membership  will  be  experienced,  particularly  as  to  the  percentage  of 
skilled  workers  organized.  But  to  return  from  our  digression.  This 
reluctance  and  refusal  to  argue  from  the  standpoint  of  public  welfare, 
coupled  with  a  general  knowledge  of  uneconomic  union  practices  dur- 
ing and  since  the  war,  and  actual  or  potential  strikes  which,  rightly 
or  wrongly,  the  public  believed  inimical  to  its  interests  have  caused 
public  opinion  actively  to  support  the  industrial  advocates  of  the  open 
shop.  These  advocates  recognize  that  nothing  can  permanently  bene- 
fit industry  which  harms  the  public;  they  believe  also  that  policies 
and  methods  which  impair  the  true  efficiency  of  industry  are  detri- 
mental to  the  public  welfare  and  that  these  detriments  should  be 
vigorously  set  forth  for  general  inspection. 

2.  Recognizing  that  public  welfare  is  superior,  to  the  welfare  of 
either  employer  or  laborer  and  that  no  industrial  system  can  per- 
manently succeed  without  the  support  of  the  public,  the  open-shop 
advocates  have  particularly  endeavored  to  make  their  position  known 
to  the  chief  molders  of  public  opinion — ^the  educators  and  the  clergy. 
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Special  efforts  have  also  been  made  to  present  their  arguments  to 
high  school  and  college  debaters^  an  important  feature  in  the  forma- 
tion of  public  opinion^  when  we  consider,  for  instance,  that  in  Texas 
alone  last  year  over  1,000,000  people  heard  debates  on  the  open  shop. 

3.  While  we  all  have  a  general  knowledge  of  what  the  "open  shop" 
is,  it  may  be  well  here  to  know  the  employers'  definition.  The  Open 
Shop  Committee  of  the  National  Association  of  Manufacturers  is 
composed  of  prominent  American  business  men  and  defines  an  open 
shop  as  "one  in  which  there  is  no  discrimination  against  workers  on 
account  of  either  membership  or  non-membership  in  any  lawful  organ- 
isation operating  in  a  lawful  manner."  This  definition,  it  will  be 
noted,  does  not  oppose  discrimination  in  employment  which  is  not 
based  upon  mere  possession  or  non-possession  of  a  certificate  of  mem- 
bership in  a  private  society;  it  justifies  discrimination  against  organ- 
usations  such  as  the  I.  W.  W.  and  the  United  Mine  Workers.  The 
most  repeated  public  claim  of  the  closed-shop  leaders  is  that  the  term 
"open  shop"  is  in  reality  only  a  camouflage  for  the  "non-union"  shop. 
Yet  a  nation-wide  survey  in  the  Philadelphia  Public  Ledger  of  July  3, 
1921,  gives  a  very  impressive  list  of  leading  American  firms  which 
actually  have  in  their  pay  rolls  both  union  and  non-union  men.  This 
investigation  made  by  the  Public  Ledger  is  of  extreme  importance, 
since  it  conclusively  demonstrates  the  falsity  of  the  claims  that  there 
is  no  such  thing  as  an  "open  shop"  and  that  unions  cannot  exist 
without  the  "closed  shop." 

4.  The  open  shop  discussion  of  the  past  two  years  has  also  been 
marked  by  the  great  amount  of  newspaper  advertising  resorted  to  by 
local  employers'  associations  and  union  bodies. 

5.  Tlie  opponents  of  the  closed  shop  have  not  confined  their 
opposition  by  any  means  to  the  activities  of  union  organizations.  The 
"exclusive  agreement"  is  the  ultimate  evil  of  the  closed  shop,  as  has 
been  amply  demonstrated  in  the  clothing  situation  in  New  York  City 
and  the  building  trade  conditions  in  New  York,  Chicago,  Cincinnati, 
and  elsewhere.  Under  such  agreements  all  competition  is  eliminated, 
the  unions,  through  their  leaders,  agreeing  to  work  only  for  members 
of  a  particular  employers'  combination,  to  which  employers  who  will 
not  accept  its  policies  are  refused  admission.  In  the  building  trades 
such  agreements  have  enormously  raised  construction  costs.  They 
are  possible  only  because  of  the  power  the  closed  shop  places  in  the 
union  leaders;  but  the  employers'  groups  which  make  such  monopoly 
agreements  merit  condemnation. 

6.  There  has  been  no  attempt  by  open-shop  advocates  to  deny  that 
the  open  shop  benefits  the  employer  by  increasing  his  profits.  If 
investment  is  justified  so  are  profits,  and  imless  profits  are  made 
capital  will  be  withdrawn.  National  prosperity  needs  prosperous 
business. 

The  employers  consider  the  open-shop  problem  as  a  fundamental 
question  of  whether  the  determination  of  important  policies  of  in- 
dustrial management  shall  be  granted  to  organisations  whose  rules. 
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which  must  apply  where  closed-shop  agreements  are  signed^  arc  made 
by  men  the  great  majority  of  whom  are  not  employed  in  the  establish- 
ments. Like  all  fundamental  questions^  however^  we  find  "hot  and 
cold"  periods  in  its  discussion^  periods  when  it  has  greater  or  less 
immediate  national  interest,  bearing  in  mind  that  there  are  always 
local  controversies. 

Our  first  major  period  in  this  century  occurred  from  1908  to  1905, 
when,  following  the  Anthracite  Coal  Strike  Award,  many  employers' 
associations  took  a  stand  for  the  open  shop.  The  American  Economic 
Association  in  1903  and  1905  devoted  special  sessions  to  the  subject. 

From  1912  to  1914  we  had  another  period  of  great  discussion.  The 
third  period  has  been  from  1919  to  the  present  time.  In  the  second 
of  these  periods  public  sentiment  seems  to  have  been  pretty  much 
divided;  in  the  first  and  present  periods  it  has  been  markedly  with 
the  advocates  of  the  open  shop. 

It  will  appear  that  in  order  to  prevent  any  reaction  of  public  senti- 
ment the  employers  must  do  three  things  and  do  them  consistently 
and  not  sporadically:  (1)  demonstrate  that  the  worker  fares  best 
under  the  open  shop;  (2)  let  the  public  know  the  facts  concerning 
industrial  conditions,  and  (3)  answer,  instead  of  neglecting,  the  oft- 
repeated  union  claims.  There  are  indications  that  employers  will  do 
this.  Mr.  Mason,  then  president  of  the  National  Association  of  Manu- 
facturers, and  the  Open  Shop  Committee  of  the  same  organization 
emphasized  in  the  spring  of  the  present  year  (1921)  the  importance 
of  selection  and  training  of  foremen  and  plant  executives,  of  giving 
information  to  employees  as  to  business  principles  and  methods,  and 
of  better  methods  of  industrial  employment  and  allocation.  During 
the  next  few  years  we  may  expect  to  see  ever  greater  attention  given 
to  such  questions  by  our  industrial  leaders. 


THE  RAILROAD  SITUATION 

By  WAI.KEB  D.  HiNES 

Formerly  Director  General  of  the  Railroads 

There  was  never  a  time  in  the  history  of  our  country  when 
the  railroad  situation  was  as  difficult  to  appraise  as  it  is  today. 
Since  the  World  War,  few,  if  any,  lines  of  industry  have  returned 
to  a  normal  status,  and  throughout  the  world  I  believe  the  only 
great  industries  which  admit  of  reasonably  confident  treatment 
are  those  which  were  fortunate  enough  to  make  extraordinary  ' 
profits  during  the  war  and  which  were  farsighted  and  prudent 
enough  to  conserve  their  profits  so  as  to  have  a  large  reserve  to 
carry  them  sucessfully  through  the  long  and  trying  period  of 
readjustment.  But  this  fortunate  class  does  not  embrace  the 
public  service  enterprises  of  the  world,  whose  profits  are  limited, 
and  which  are  unable  to  shut  down  their  plants  in  periods  of  dif- 
ficulty. Our  railroads  are  no  exception  to  this  statement.  They 
had  no  opportunity  prior  to  federal  control  to  make  vast  profits 
out  of  the  war,  they  had  comparatively  small  reserves  at  the  be- 
ginning of  the  war,  and  they  had  no  chance  to  build  up  their 
reserves  to  any  large  extent  out  of  the  government  rental  accruing 
to  them  during  the  war. 

There  are  at  this  time  two  special  difficulties  in  getting  a 
satisfactory  idea  as  to  the  present  or  prospective  situation  of  our 
railroads.  One  difficulty  grows  out  of  a  state  of  mind  and  the 
other  difficulty  grows  out  of  the  facts. 

The  state  of  mind  of  railroad  officers  and  of  the  public  in 
general  has  not  been  favorable  to  obtaining  a  well  proportioned 
and  accurate  estimate  of  the  railroad  situation.  In  order  to  win 
the  war  the  government  took  possession  of  the  railroads  and 
operated  them  as  a  unified  system  and  then  terminated  the  uni- 
fied operation  as  soon  as  a  scheme  of  legislation  for  their  further 
regulation  and  protection  could  be  adopted.  This  unified  gov- 
ernmental possession  and  control,  suddenly  entered  upon  to  meet 
a  paramount  emergency  and  provisionally  continued  only  long 
enough  to  secure  legislation,  constituted  a  fact  so  unprecedented 
and  so  striking  as  to  dominate  the  thought  on  the  railroad  problem 
and  displace  nearly  all  other  thoughts  on  the  subject.  Conse- 
quently undue  attention  has  been  given  to  exaggerated  and  poorly 
balanced  impressions  as  to  the  influence  of  federal  control,  when 
the  time  and  energy  could  have  been  more. profitably  spent  on  a 
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more  comprehensive  estimate  of  things  as  they  are,  giving  due 
regard  to  their  relative  importance.  Such  a  state  of  mind  was 
perhaps  inevitable,  but  in  any  event  it  is  a  fact  which  must  be 
considered  in  viewing  the  present  railroad  situation. 

A  single  illustration  will  emphasize  the  effect  of  this  state 
of  mind.  I  believe  the  thing  which  has  caused  more  discussion 
in  public  hearings  and  addresses  and  in  the  press  than  anything 
else  has  been  the  National  Agreement  which  I  signed  with  the 
shop  crafts  on  September  20,  1919,  to  remain  in  effect  ^^during 
federal  operation."  One  of  the  most  costly  branches  of  railroad 
operation  is  the  maintenance  of  equipment.  Its  cost  was  $1,280,- 
000,000  in  1919  and  was  $845,000,000  more  or  $1,575,000,000 
in  1920.  I  believe  the  impression  has  been  created  that  a  very 
large  part  of  this  heavy  cost  and  particularly  nearly  all  of  the 
great  increase  in  1920  over  1919  is  due  to  the  National  Agree- 
ment, and  that  upon  the  Labor  Board's  correcting  the  undesirable 
features  of  that  Agreement  many  hundreds  of  millions  of  dol- 
lars will  be  saved  in  the  cost  of  maintenance  of  equipment. 

The  fact  is  that  practically  all  the  basic  rules  which  have  a 
proportionately  large  bearing  on  cost  and  which  were  incorpo- 
rated in  the  National  Agreement  were  not  initiated  at  that  time, 
but  represented  rules  or  practices  which  the  experienced  railroad 
men  in  the  Railroad  Administration  (adopting  what  prior  to  the 
war  was  in  effect  on  numerous  railroads)  had  already  made  ap- 
plicable to  all  the  railroads  in  1918.  Therefore,  in  the  respects 
involving  especially  large  amounts  of  operating  cost,  these  rules, 
contrary  to  the  popular  impression,  figure  in  the  operating  cost 
for  1919  and  do  not  account  for  the  increase  in  maintenance  of 
equipment  of  nearly  $850,000,000  in  1920.  Furthermore,  the 
features  of  these  rules  which  have  the  most  significance  in  dol- 
lars and  cents  have  been  approved  by  the  Labor  Board.  In  some 
respects  the  Labor  Board  has  ordered  changes  which  will  result 
in  substantial  savings,  but  far  short  of  what  the  public  has  been 
led  by  the  widespread  discussion  and  criticism  to  expect,  especially 
because  many  of  the  things  most  extensively  discussed  consist  of 
extreme  cases  which  represent  a  very  small  percentage  of  the 
operating  cost. 

I  shall  discuss  this  National  Agreement  at  greater  length  on 
another  occasion.  I  mention  it  here  simply  to  illustrate  the  state 
of  mind  which  is  so  attracted  by  misleading  and  fragmentary 
retrospection  concerning  federal  control  as  to  be  drawn  away 
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from  a  study  with  due  perspective  and  balance  of  the  great  ques- 
tion as  to  how  many  billion  dollars  it  is  going  to  cost  to  operate 
the  railroads  in  the  future. 

But  while  the  state  of  mind  has  not  been  favorable  to  an  analy- 
sis bringing  out  the  real  bearing  of  existing  conditions  upon  the 
prospective  cost  of  railroad  operations,  an  equally  great  difficulty 
confronts  us  on  account  of  the  facts  themselves,  since  they  in- 
volve so  many  fluctuations  as  almost  to  defy  intelligent  com- 
parison of  railroad  operations.  Prior  to  the  war  it  was  possible 
to  make  very  useful  comparison  of  results  month  by  month  with 
the  corresponding  month  of  the  preceding  years.  But  this  has 
become  largely  impracticable  at  present,  and  indeed  the  compari- 
son of  one  year  with  another  is  so  affected  by  sudden  and  funda- 
mental changes  largely  influencing  operating  costs  that  the  util- 
ity of  the  comparisons  is  seriously  impaired.  A  brief  mention  of 
some  of  these  abnormal  fluctuations  in  the  facts  will  emphasize 
this  point. 

In  1918  the  following  were  a  few  of  the  unprecedented  con- 
ditions tending  to  upset  general  comparison  with  preceding  years 
and  also  with  subsequent  years : 

1.  The  year  began  with  the  most  extraordinary  congestion  of 
raflroad  traffic,  accumulated  in  the  preceding  year,  which  had 
ever  been  known  up  to  that  time. 

2.  During  the  first  three  months  the  country  had  the  severest 
winter  weather  it  had  ever  known. 

8.  In  May  there  was  a  general  increase  in  railroad  wages, 
retroactive  to  January  1,  estimated  to  involve  $860,000,000  per 
year,  and  the  basic  eight  hour  day  was  extended  to  all  employees 
not  theretofore  enjoying  it. 

4.  In  June  there  was  an  increase  of  about  28  per  cent  in 
freight  rates  and  an  increase  (averaging  about  18  per  cent)  to 
three  cents  per  mile  in  passenger  rates. 

5.  In  July  there  was  a  general  increase  in  wages  of  the  shop 
crafts  retroactive  to  January  1,  and  time  and  a  half  was  allowed 
after  eight  hours  and  for  all  work  on  Sundays  and  holidays.  These 
changes  involved  an  estimated  increase  of  about  $209,000,000  per 
jear.  In  December  instruction  was  given  to  establish  the  hourly 
basis  instead  of  the  piecework  basis  whenever  a  substantial  ma- 
jority of  the  shop  employees  should  so  desire,  and  piecework  was 
accordingly  eliminated,  the  elimination  being  completed  in  most 
instances  on  or  before  February  1,  1919.     (In  estimating  the 
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effect  of  piecework,  it  is  important  to  ranember  that  prior  to 
the  war  some  of  the  successful  railroads  had  little,  if  any,  piece- 
work in  their  shops  and  many  others  used  it  for  only  a  compara- 
tively small  part  of  their  shop  work.) 

6.  Effective  in  September,  there  was  a  general  readjustment 
of  wages  of  clerks  and  of  maintenance  of  way  employees  (pro  rata 
overtime  for  the  ninth  and  tenth  hours  and  time  and  a  half  after 
the  tenth  hour  being  allowed),  involving  an  estimated  increase  of 
about  $190,000,000  per  year. 

7.  The  Armistice  came  in  November  and  started  one  of  the 
most  acute  slumps  in  business  the  country  had  ever  known  up  to 
that  time. 

8.  In  December  there  was  a  general  readjustment  in  the  wages 
of  the  telegraphers  and  station  agents,  retroactive  to  October  1 
(time  and  a  half  being  allowed  after  eight  hours),  involving  an 
estimated  increase  of  about  $26,000,000  per  year. 

In  1919  the  following  were  some  of  the  principal  conditions 
rendering  comparisons  exceedingly  difficult : 

1.  The  slump  in  business  became  more  acute  and  lasted 
throughout  the  first  six  months  of  the  year,  reducing  revenues 
far  more  than  expenses  could  be  reduced. 

2.  In  March  there  was  a  readjustment  in  wages  of  train  and 
engine  men,  retroactive  to  January  1,  1919,  and  time  and  a  half 
after  eight  hours  was  allowed  to  train  and  engine  men  in  yard 
service.  These  changes  were  estimated  to  involve  about  $60,000,- 
000  per  year. 

8.  In  March  the  Senate  adjourned  without  passing  the  rail- 
road appropriation,  greatly  intensifying  the  operating  embarrass- 
ments growing  out  of  the  slump  in  business. 

4.  In  August  there  was  an  unauthorized  strike  of  shop  men 
and  enginehouse  men  in  many  parts  of  the  country  seriously  inter- 
ferring  with  maintenance  and  also  with  the  handling  of  traffic, 
which  was  then  rapidly  increasing. 

6.  In  September  there  was  a  readjustment  of  wages  of  the 
shop  crafts  retroactive  to  May  1,  estimated  to  involve  about 
$50,000,000  per  year. 

6.  Beginning  Novanber  1,  there  was  the  first  nationwide  bitu- 
minous coal  miners'  strike,  which  almost  paralyzed  business  for 
about  aeven  weeks  and  dislocated  the  distribution  of  coal  cars  and 
upset  the  distribution  of  coal  and  the  prices  of  railroad  fuel  for 
several  months. 
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7.  In  December  the  train  and  engine  men;  ver.e  allowed  time 
and  a  half  for  overtime  in  road  freight  service, -at 'the  same  time 
nmnerous  arbitrary  allowances  in  their  favor  b^ag  eljjninated, 
the  net  cost  being  estimated  to  be  about  $38,000,00flL''per  year; 
and  time  and  a  half  for  overtime  after  eight  hours  wHsVfHowed 
for  clerks,  and  for  maintenance  of  way  employees,  the  co&t\^ng 
estimated  to  be  about  $25,000,000  per  year.  '.•*/' 

In  the  year  1920,  some  of  the  principal  conditions  disturbilig^j 
the  reliability  of  comparisons  were  the  following: 

1.  The  months  of  January  and  February,  and  to  some  extent  ' 
March,  were  characterized  by  exceedingly  severe  weather,  nearly 
as  bad  in  some  places  as  the  weather  two  years  before. 

2.  In  April,  one  month  after  the  resumption  of  private  con- 
trol, the  unauthorized  switchmen's  strike  began,  with  the  result 
that  there  was  produced  probably  the  most  acute  transportation 
crisis  that  ever  confronted  the  country.  The  crisis  was  so  acute 
that  the  railroads  had  to  call  on  the  Interstate  Commerce  Com- 
mission to  unify  again  their  transportation  operations  to  the 
extent  necessary  to  handle  the  traffic,  and  under  the  direction  and 
control  of  the  Commission  the  railroads  responded  to  the  crisis 
and  performed  a  most  effective  transportation  service,  but  at 
heavy  cost,  this  partly  accounting  for  the  increase  in  the  cost  of 
transportation  in  1920  as  compared  with  1919,  the  increase  being 
over  $700,000,000  or  nearly  88  per  cent. 

3.  ESffective  May  1,  1920,  came  the  increase  in  wages,  which 
was  ordered  by  the  newly  created  Labor  Board  for  all  classes  of 
railroad  employees,  and  which  has  been  variously  estimated  at 
from  $618,000,000  to  $800,000,000  per  year. 

4.  Effective  September  1,  1920,  came  the  increases  of  25,  85, 
and  40  per  cent  in  freight  rates,  according  to  territory,  and 
of  20  per  cent  in  passenger  rates. 

6.  In  the  late  fall  of  1920  there  began  an  extraordinary 
slump  in  business,  even  more  pronounced  than  that  in  1919. 

Coming  to  1921,  we  find  the  following  among  the  principal 
conditions  making  comparisons  exceedingly  difficult : 

1.  The  continuance  of  the  slump  in  business  throughout  the 
year. 

2.  A  reduction  effective  July  1  in  wages  so  as  to  cut  off 
approximately  half  of  the  heavy  increase  in  wages  which  after  the 
return  to  private  control  was  made  by  the  Labor  Board,  effective 
May  1,  1920. 
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8.  We  ha4'.whit  is  probably  the  most  unprecedented  curtail- 
ment of  main4;i§i^ftnce  which  the  railroads  of  the  country  have  ever 
seen.  It  ddiB»*not  seem  practicable  now  to  estimate  how  much 
mainte/iailc;e  has  been  postponed  or  how  much  operating  expenses 
will  luKfcb  to  be  increased  in  the  future  in  order  to  make  up  for 
thtf*)oliintenance  which  the  railroad  companies  have  deferred  on 
Itoc^tint  of  the  slump  in  business.  Any  inference  from  the  reduction 
*I^  operating  cost  or  in  the  number  of  anployees  or  in  the  number 
\>f  hours  of  work  paid  for  must  be  made  with  the  clear  realization 
that  much  of  the  reduction  has  been  due  simply  to  the  postpone- 
ment of  necessary  maintenance  work. 

In  view  of  such  kaleidoscopic  railroad  conditions  in  the  last 
four  years,  it  is  far  more  difficult  than  ever  to  form  an  idea  as  to 
the  railroad  situation.  The  factors  have  been  abnormal,  rapidly 
fluctuating,  and  almost  hopelessly  beclouding.  In  other  words, 
the  railroad  business  is  not  exempt  from  the  period  of  storm, 
stress,  and  uncertainty  which  afflicts  the  whol^  world  as  a  result 
of  the  war  and  which  makes  it  so  difficult  to  see  the  way  ahead. 

The  statement  I  have  just  given  of  exceptional  conditions  in 
the  four  years  1918  to  1921  helps  to  explain  in  part,  but  of 
course  is  too  general  and  incomplete  to  explain  in  full,  the  extra- 
ordinary results  of  railroad  operations  which  I  am  going  to  give 
in  round  figures  for  Class  I  roads  for  those  four  years.  I  take 
the  figures  for  the  three  complete  years  1918,  1919,  and  1920 
from  Table  19  of  the  testimony  given  by  Mr.  L.  E.  Wettling  on 
behalf  of  the  Railroad  Executives  before  the  Senate  Committee 
on  Interstate  Commerce  in  June,  1921.  Mr.  Wettling  explained 
that  in  this  table  he  excluded  from  the  figures  of  1920  $64,600- 
000  of  back  mail  pay  received  in  that  year  and  distributed  the 
same  to  the  preceding  years  to  which  it  pertained.  I  give  the 
results  in  round  sums : 

Opebatino  Revenubs 

1918 $4,910,900,000 

1919 6,171,'?:00,000 

1920 6,106,900,000 

Opebatino  Expenses 

1918 $8,982,000,000 

1919 4,899,700,000 

1920 6,768,700,000 
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Net  Opebatino  Income 

(After  deducting  taxes^  hire  of  equipment^  joint  facility 
rent 8^  etc.) 

1918 $    668,600,000 

1919 481,900,000 

1920  (Deficit) £,500,000 

It  may  be  borne  in  mind  that  in  the  ^^test  period,"  i.  e.,  the 
three  years  ending  June  80, 1917,  the  net  operating  income  of  the 
Class  I  railroads  approximated  $900,000,000. 

I  take  the  figures  for  the  available  ten  months  of  1921  (end- 
ing with  October)  and  the  figures  for  the  corresponding  months 
of  the  year  1920  from  the  Interstate  Commerce  Comission's  Bul- 
letin for  October,  1921/ 

Opebatino  Revenues 

10  Months  of  1920 $5,082,800,000 

10        **       "  1921 4,672,600,000 

Operating  Expenses 

10  Months  of  1920 4,808,400,000 

10        "       "  1921 8,880,800,000 

Net  Operating  Income 

(After  deducting  taxes,  hire  of  equipment,  joint  facilities, 
rents,  etc.) 

10  Months  of  1920 6,000,000 

10        "       "  1921 496,800,000 

In  considering  this  10  months  period,  it  is  particularly  im- 
portant to  bear  in  mind  the  great  reduction  in  maintenance  ex- 
penses. The  totals  of  maintenance  of  way  and  structures  and 
of  equipment  of  these  10  months  periods  were  as  follows :' 

10  Months  1920 $2,182,219,000 

10  Months  1921 1,708,960,000 

Decrease  in  10  Months  of  1921 $    478,269,000 

In  view  of  such  results  during  the  last  four  years  and  of  the 
extraordinary  and  fluctuating  conditions  I  have  mentioned,  as 

'Mr.  Wettling's  Table  19  does  not  include  switchlnff  and  terminal  companies. 
The  Interstate  Commerce  Commission's  figures  for  the  10  months  of  1920  and 
1921  include  16  switching  and  terminal  companies,  but  it  is  assumed  that 
difference  does  not  substantially  impair  the  usefulness  of  the  figures  in  this 
connection. 
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well  as  others  not  mentioned,  and  some  of  which  doubtless  have 
not  been  adequately  investigated,  the  effort  to  forecast  the  future 
on  the  basis  of  the  present  railroad  situation  is  almost  hopdessly 
bafflling. 

Of  course,  a  fundamental  condition  of  railroad  prosperity  is 
the  enjoyment  of  adequate  traffic,  and  we  know  that  business  has 
been  throughout  the  year  1921,  and  still  is,  substantially  below 
normal.  The  change  in  rates  September  1, 1920,  makes  it  exceed- 
ingly difficult  to  deduce  from  the  operating  revenues  the  change 
in  the  volume  of  business.  But  the  freight  loading  is  more  sug- 
gestive. Throughout  1921,  almost  without  exception,  the  freight 
loaded  per  week  has  been  at  least  from  100,000  to  160,000  car- 
loads less  than  in  the  corresponding  weeks  of  1920.  The  average 
decrease  has  been  perhaps  12  or  14  per  cent  for  the  year.  For 
two  weeks  in  October,  1921,  the  loading  approached  within 
50,000  carloads  of  last  year,  but  then  began  to  drop  and  has  kept 
about  100,000  carloads  per  week  below  the  rapidly  dropping 
traffic  of  last  year.  Indeed  in  recent  weeks  the  loading  has  been 
less  than  it  was  in  corresponding  weeks  of  1919  during  the  coal 
strike  or  in  1918  following  the  Armistice.  It  seems  a  reasonably 
safe  assumption  that  a  return  of  railroad  prosperity  cannot  be 
expected  until  there  shall  be  a  substantial  increase  in  the  volume 
of  traffic,  and  that  meantime  every  practicable  economy  is  im- 
perative. 

But  even  with  a  return  to  normal  traffic  the  greatest  concern 
must  continue  to  be  felt  as  to  the  operating  expenses,  and  this 
is  particularly  true  because  of  the  strong  pressure  which  will 
continue  to  be  manifested  for  the  reduction  of  rates. 

A  comprehensive  and  impartial  study  of  the  probable  cost 
of  operation  on  the  basis  of  the  factors  as  they  now  exist  would 
contribute  greatly  to  an  understanding  of  the  railroad  situation. 
I  hope  that  the  Interstate  Commerce  Commission  will  have  9cca- 
sion  to  consider  the  practicability  and  advisability  of  undertak- 
ing such  a  study  for  the  Class  I  Railroads  in  connection  with  the 
pending  general  rate  investigation.  Such  a  study  should,  of  course, 
allow  for  the  savings  estimated  to  result  from  the  modifications 
which  the  Labor  Board  is  making  in  the  rules  and  working  con- 

H)n  the  assmnption  that  the  sum  of  $64,500,000  back  mail  pay  which  Mr. 
Wettling  eliminated  from  the  figures  of  1920  was  included  in  the  first  10 
months  of  1920,  it  would  follow  that  upon  the  elimination  of  that  sum  there 
would  be  shown  a  deficit  for  the  first  10  months  of  1920  of  approximately 
$68,000,000. 
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ditions,  and  should  also  allow  for  a  normal  and  proper  program 
for  maintenanee,  both  of  way  and  structures  and  of  equipment. 
While  no  such  study  could  be  conclusive,  it  would  substantially 
clarify  the  present  state  of  knowledge  on  the  subject. 

I  believe  such  a  study  would  be  exceedingly  useful,  although 
its  effect  may  later  be  modified  by  the  results  of  the  current  ef- 
forts by  the  railroad  companies  to  secure  further  reductions  in 
wages.  Doubtless  these  efforts  will  eventually  go  to  the  Labor 
Board  for  decision.  But  even  if  the  Labor  Board  should  decide 
in  favor  of  substantial  wage  reductions,  I  do  not  believe  such  a 
decision  will  be  a  solution  of  the  great  problem  of  heavy  operat- 
ing cost,  because  I  have  no  doubt  that  wages  of  railroad  em- 
ployees, even  after  any  probable  reduction,  and  also  the  cost  of 
fuel  and  other  supplies  and  materials,  will  still  be  very  much 
above  the  prewar  level,  and  the  railroad  companies  and  the  public 
will  still  be  confronted  with  the  necessity  of  finding  new  ways  to. 
•reduce  the  cost  of  operation. 

Li  considering  the  present  railroad  operating  cost,  it  is  im- 
portant to  remember  that  the  heavy  increase  in  labor  cost  is 
•probably  particularly  burdensome  in  the  maintenance  work  and 
in  the  terminal  part  of  transportation  work,  and  it  seems  to  be 
these  very  branches  of  railroad  operating  cost  where  less  progress 
has  been  made  in  developing  labor  saving  methods,  and  where 
additional  basic  statistics  would  be  most  useful. 

Indeed  the  question  arises  whether  sufficient  attention  has  been 
paid  to  the  problems  of  securing  both  as  to  terminal  service 
and  as  to  maintenance  service  the  maximum  output  for  the  ex- 
penditure made.  Great  stress  has  been  placed  by  railroad  mana- 
gers and  by  the  public  on  the  increased  efficiency  obtained  from 
increasing  the  trainload.  It  is,  of  course,  true  that  an  increase  in 
the  trainload  tends  to  obtain  more  ton  miles  for  the  material 
and  labor  ex])ended  directly  or  indirectly  in  the  hauling  of  the 
train.  But  a  mere  increase  in  the  traixJoad  does  not  secure  in 
return  for  the  material  and  labor  expended  in  terminal  and  main- 
tenance work  more  units  of  terminal  service  or  of  maintenance 
service.  I  believe  that  the  present  railroad  situation  demands, 
especially  in  view  of  the  substantial  increase  in  the  cost  of  labor, 
that  there  should  be  concentrated  upon  terminal  work  and  upon 
maintenance  work  an  amount  of  attention  corresponding  to  tiiat 
wUdi  has  been  concentrated  in  the  past  on  increasing  tiie  train- 
load^  both  in  ascertaining  and  analyzing  the  facts  as  to  existing 
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methods  and  results  and  in  devising  ways  and  means  to  secure 
improved  results.  If  we  assume  that  the  cost  of  transportation 
absorbs  about  50  per  cent  of  the  total  operating  cost,  probably 
two-fifths  thereof  should  be  attributed  to  the  terminal  cost  as  dis- 
tinguished from  the  road  cost,  and  if  so,  about  20  per  cent  of  the 
total  operating  expenses  should  be  regarded  as  representing 
terminal  expenses.  If  then  we  assume  that  the  maintenance  of 
equipment  and  maintenance  of  way  and  structures  together  absorb 
about  45  per  cent  of  the  total  operating  cost,  it  follows  (and  these 
percentages  are  purely  tentative  and  suggestive)  that  about  66 
per  cent  of  the  total  operating  cost  relates  to  terminal  and  main- 
tenance work  and  only  about  80  per  cent  relates  to  road  trans- 
portation. It  is  true  that  the  favorable  influence  of  improvement 
in  the  trainload  is  not  confined  to  the  30  per  cent  representing 
road  transportation  cost,  but  tends  also  to  diminish  the  cost  per 
ton  mile  of  the  terminal  and  maintenance  work  (unless — and  this 
is  a  point  which  may  be  overlooked  at  times — the  increase  in  the 
trainload  leads  to  an  offsetting  increase  in  the  terminal  of  main- 
tenance cost).  But  it  is  also  true  that  it  is  of  supreme  impor- 
tance that  new  methods  be  devised  to  the  end  that  the  necessary 
maintenance  and  terminal  work,  now  costing  approximately  65 
per  cent  of  the  total  operating  expenses,  shall  be  obtained  more 
economically. 

But  however  much  may  be  secured  through  operating  econo- 
mies of  the  sort  I  have  mentioned,  I  am  convinced  that  the  peo- 
ple of  this  country  will  insist  also  on  additional  economies  being 
secured  through  the  greater  unification  of  railroad  facilities.  I 
do  not  believe  the  public  is  going  to  be  willing  to  pay  the  price 
involved  in  maintaining  so  many  different  railroad  companies, 
so  many  different  terminal  organizations,  and  so  many  different 
ownerships  of  railroad  equipment.  The  public  is  going  to  realize 
by  degrees  that,  without  sacrificing  anything  of  real  value  in  a 
competitive  way,  it  can  save  an  important  part  of  the  heavy  cost 
of  railroad  operation  by  forcing  further  unifications. 

The  Transportation  Act  of  1920  provides  that  the  Interstate 
Commerce  Commission  shall  adopt  a  plan  for  voluntary  con- 
solidation of  the  railroads.  I  believe  this  is  a  useful  first  step, 
but  I  believe  that  eventually  there  will  probably  have  to  be  a 
compulsory  consolidation  into  a  few  large  systems.  Meanwhile 
I  believe  that  the  terminals  ought  to  be  more  fully  consolidated 
and  that  there  ought  to  be  speedily  developed  a  plan  for  the 
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common  ownership  of  freight  cars,  and  I  believe  that  methods  can 
and  should  be  found  for  overcoming  the  admitted  difficulties  in 
the  way. 

To  recapitulate  my  impressions  as  to  the  present  railroad 
situation,  the  difficulties  of  accurate  appraisal  are  far  greater  now 
than  ever  before  in  our  history,  but  it  is  safe  to  conclude  that, 
even  with  a  normal  traffic  ways  must  be  found  to  reduce  the  heavy 
operating  costs  so  as  to  reduce  rates  and  still  leave  the  railroads 
with  an  adequate  return  and  the  opportunity  to  build  up  adequate 
reserves.  The  new  operating  burdens  which  confront  the  rail- 
roads must  be  met  by  new  remedies,  and  I  believe  these  remedies 
will  be  partly  found  if  as  much  attention  and  planning  are  con- 
centrated upon  terminal  work  and  maintenance  work  as  have 
heretofore  been  concentrated  on  increasing  the  trainload.  I 
believe  further  that  a  highly  important  part  of  these  economies 
can  and  must  be  found  in  the  consolidation  of  terminals,  the  com- 
mon ownership  of  freight  cars,  and  eventually  in  the  consolida- 
tion of  the  railroads  thanselves  into  a  very  small  number  of  large 
systems. 


THE  CORE  OF  THE  RAttROAD  PROBLEM 

By  Logan  6.  McPherson 

New  York  City 

It  was  PresideDt  Hollander's  desire  that  this  discussion  be 
specific  in  its  treatment  of  the  present  realities  of  the  railroad 
problem.  There  are  phases  of  the  railroad  problem  which  come 
and  go  so  rapidly  that  it  is  difficult  even  for  the  press  to  keep 
abreast  of  them.  In  recent  months  such  phases  have  been  the 
relinquishment  of  the  operation  of  the  railroads  by  the  govern- 
ment, the  governmental  guarantee  succeeding  the  relinquishment, 
the  funding  of  the  railroad  indebtedness,  the  proposal  that  the 
government  sell  securities  to  obtain  funds  for  transfer  to  the 
railroads,  the  car  shortage,  the  increase  in  wages,  the  increase  in 
rates,  the  reduction  in  rates,  the  reduction  in  wages  coincident 
with  the  threat  of  a  nation-wide  strike.  These  passing  phases  are 
as  the  waves  to  which  the  winds  and  the  currents  give  rise.  The 
winds  and  the  currents  are  the  realities  all  of  the  time  and 
therefore  the  realities  of  the  present  at  any  time  that  may  be 
present. 

Among  the  definitions  of  ^^reality"  in  the  Oxford  dictionary  is 
this:  ^^Real  existence, — that  which  underlies  and  is  the  truth  of 
appearance  or  phenomena — ^That  which  constitutes  the  actual 
thing  as  distinguished  from  what  is  merely  apparent  or  external." 

In  accordance  with  this  definition  the  underlying  reality  of 
the  railroad  problem  is  in  the  fact  that  the  ultimate  purpose  of 
the  railroads  is  to  serve,  protect,  and  promote  the  industry  and 
commerce  of  the  United  States,  and  thus  to  conduce  to  the  mate- 
rial welfare  of  the  people  of  the  United  States.  The  degree  in 
which  this  purpose  is  served  largely  depends  upon  the  adjustment 
between  the  current  of  the  receipts  and  the  current  of  the  expend- 
iture of  the  railroads  which  are  ever  played  upon  by  the  winds 
arising  from  the  varying  interrelations  between  the  supply  of 
and  demand  for  all  that  the  railroads  transport.  There  ought  to 
be  the  adjustment,  leading  in  the  greatest  attainable  degree  to  the 
continuous  fulfillment  of  this  ultimate  purpose,  between  that 
which  is  received  by  the  railroads  from  the  sale  of  transportation 
and  that  which  they  pay  for  its  provision.  This  includes  that 
adjustment  which  will  enable  the  necessary  extension  of  their  facil- 
ities to  meet  the  requirements  of  an  increasing  industry  and 
commerce.     And  there  ought  to  be  established   the  conditions 
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which  give  incentive  to  the  utmost  efficiency  in  the  utilization  of 
all  which  is  applied  in  providing  transportation.  That  is  the 
railroad  problem. 

The  predicament  in  which  the  railroads  have  been  for  many 
years  is  due  to  the  lack  of  such  adjustment,  and  to  the  fact  that 
their  efficiency  has  been  impaired  by  conditions  they  are  strug- 
gling to  overcome.  The  principal  causes  which  have  acted  during 
the  past  twenty  years  to  bring  about  this  predicament  are  found 
in  a  long  series  of  contentions,  which  in  the  main  were  settled  not 
in  recognition  of  the  principles  which  must  be  observed  if  the 
ultimate  purpose  of  the  railroads  is  to  be  upheld,  but  to  quiet 
popular  clamor  instigated  by  those  who  sought  to  promote  their 
own  interests  to  the  neglect  of  the  protection  of  the  railroads. 

An  extending  belief  that  the  railroads,  instead  of  being  ever- 
lastingly censured  and  harassed,  ought  to  be  placed  under  condi- 
tions which  will  enable  them  to  serve  their  purpose,  led  to  the 
enactment  of  the  Transportation  Act  of  1920.  This  act  recog- 
nizes the  necessity  for  the  railroads  to  have  a  net  operating 
income,  a  surplus  of  receipts  over  expenditures.  In  this  respect 
it  is  a  distinct  advance  over  previous  railroad  legislation.  It 
stipulates  that  the  annual  net  railway  operating  income,  as  nearly 
as  may  be,  shall  be  a  fair  return  upon  the  fair  value  of  the  rail- 
way property.  It  provides  that  for  the  two  years  beginning 
March  1,  1920,  such  fair  return  should  be  equal  to  five  and  one- 
half  per  centum  of  such  fair  value,  but  that  the  Interstate  Com- 
merce Conunission  might  at  its  discretion  add  thereto  a  sum  not 
exceeding  one-half  of  one  per  centum  of  such  fair  value.  At  the 
expiration  of  the  two  years  the  Commission  is  authorized  to  deter- 
mine from  time  to  time  the  percentage  which  will  constitute  a  fair 
return.  It  evidently  is  the  intent  of  the  Transportation  Act 
that  the  service  of  the  railroads  is  to  be  provided  by  receipts  from 
the  sale  of  transportation,  not  in  any  degree  by  taxation. 

If  the  railroads  are  maintained  by  the  receipts  derived  from  the 
sale  of  transportation,  the  cost  of  providing  the  service  tends  to 
be  diffused  among  the  people  in  proportion  to  the  benefits  they 
derive,  the  cost  of  transportation  is  included  in  the  prices  paid 
for  all  which  they  use  and  consmne.  If  the  railroads  are  main- 
tained by  taxation  the  cost  tends  to  be  diffused  in  disproportion. 
To  the  extent  that  deficits  are  paid  from  taxation  they  tend  to 
be  diffused  in  disproportion. 
During  these  two  years  the  net  railway  operating  income  has 
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not  equalled  the  specified  five  and  one-half  per  centum.  In  1920 
the  railroads  had  the  greatest  traffic  and  the  greatest  gross 
revenue  from  the  sale  of  transportation  in  their  history.  Their 
operating  expenses  were  also  the  greatest  in  their  history,  so 
high  that  their  net  operating  income  was  equivalent  to  only  one- 
tenth  of  one  per  cent  of  their  property  investment.  This  was 
notwithstanding  that  in  1920  the  railroads  produced  21  per  cent 
more  revenue  ton  miles  with  approximately  2  per  cent  increase  in 
freight  train  miles,  and  89  per  cent  more  passenger  miles  with 
fewer  train  miles  than  in  1916,  the  year  before  the  operation  of 
the  railroads  was  taken  over  by  the  government.  For  1916  the 
net  operating  income  was  equivalent  to  a  fraction  less  than  6  per 
cent  on  the  property  investment. 

These  two  years  have  been  a  period  of  readjustment  attended 
with  abnormal  conditions  which  the  nations  are  endeavoring  to 
remove  in  order  that  the  normal  processes  of  industry  and  com- 
merce may  be  restored.  The  two  years  expire  March  1,  1922. 
Then  under  the  Transportation  Act  it  will  be  the  duty  of  the 
Commission  to  determine  the  percentage  of  the  aggregate  value 
of  the  property  of  the  carriers  which  will  constitute  a  fair  return, 
and  so  to  adjust  rates  that  their  net  railway  operating  income 
shall  at  least  be  equal  to  such  percentage.  That  is,  on  the  first 
of  the  coming  March  the  Interstate  Commerce  Commission  is  to 
determine  what  shall  be  a  fair  reward  to  the  railroads  for  provid- 
ing the  service  of  transportation  and  to  adjust  railroad  rates  in 
order  that  they  may  receive  that  reward.  This  determination  of 
the  Commission  will  involve,  not  the  disposition  of  earnings  re- 
ceived but  an  estimate  of  the  future.  If  the  estimate  is  not 
verified  and  the  net  operating  income  falls  short  of  the  percentage, 
there  is  no  way  in  which  the  railroads  can  recuperate  the  loss. 
This  is  a  reality  of  the  transportation  problem  of  first  and  fore- 
most importance. 

The  Commission  is  directed  to  determine  the  fair  value  of  the 
property  of  a  carrier  and  of  the  carriers  under  the  provisions  of 
the  Valuation  Act  signed  by  the  President  March  1,  1913,  which 
is  incorporated  in  the  Interstate  Commerce  Law  as  Section  19-a. 
It  does  not  need  to  be  pointed  out  to  a  body  of  economists  that 
the  value  of  a  thing  is  not  what  it  costs  but  what  can  be  obtained 
for  it  at  the  time  of  sale;  that  the  value  of  that  utilized  by  an 
organization  engaged  in  production  is  not  determined  by  its  cost 
but  by  the  return  derived  from  the  sale  of  utilities  produced  by 
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means  of  the  utilization.  Value  is  the  price  obtained  at  time  of 
sale  or  the  price  which  could  be  obtained  in  case  of  sale.  Prices 
in  the  normal  course  of  industry  and  commerce  are  determined  by 
interrelations  between  supply  and  demand.  The  value  of  a  busi- 
ness organization  to  its  customers  is  determined  by  the  things  and 
services  they  buy  from  it,  that  is,  by  its  serviceability  to  them, 
and  this  is  indicated  by  the  prices  they  pay.  Its  value  to  its  em- 
ployees is  determined  by  what  they  receive  for  what  they  sell  to  it, 
that  is,  by  the  wages,  the  prices  paid  to  them  for  the  effort  they 
exert  in  its  behalf.  Its  value  to  those  from  whom  it  buys  ma- 
terials and  supplies  is  determined  by  what  they  receive  for  what 
they  sell,  that  is,  by  the  prices  paid  for  them.  Its  value  to  its 
bondholders  depends  upon  what  they  receive  for  what  they  sell, 
that  is,  upon  the  interest,  the  price  paid  for  the  use  of  capital 
provided  by  them.  Its  value  to  its  stockholders  depends  upon 
what  they  receive  for  the  proprietary  investment  made  by  than. 
This  is  profit  in  the  form  of  net  income  whether  paid  to  them  in 
dividends  or  retained  as  surplus.  The  degree  of  value  to  the 
stockholder  depends  upon  the  degree  in  which  the  total  expenses 
of  production  are  kept  below  the  total  receipts  from  the  sale  of 
that  produced. 

To  determine  the  valuation  of  a  railroad  company  is  not  to 
arrive  at  the  cost  of  its  physical  assets  or  the  price  at  which  those 
physical  assets  could  be  replaced.  The  cost  of  such  assets  may 
have  been  greater  or  less  at  one  time  than  at  another ;  it  may  cost 
more  or  less  to  replace  them  at  one  time  than  at  another.  A 
railroad  company  is  seldom  sold  and  bought  in  its  entirety,  but 
its  value  is  reflected  in  the  value  of  its  stocks  and  bonds ;  that  is, 
in  the  prices  they  will  bring  at  the  time  of  sale.  This  valuation 
in  actual  practice  is  the  result  of  the  judgment  of  all  effective 
buyers  and  sellers  as  to  the  benefits  they  believe  may  be  derived 
from  selling  them  or  buying  them.  These  prices  are  indicated 
by  the  market  quotations  which  vary  from  time  to  time,  even 
from  day  to  day,  as  these  judgments  vary.  These  various  judg- 
ments of  buyers  and  sellers  are  determined  mainly  by  the  net 
earnings  of  a  corporation  and  by  the  estimates  of  the  probability 
of  their  continuance,  of  their  increase  or  decrease.  Therefore,  as 
value  is  determined  by  what  is  received  or  what  can  be  received  and 
not  by  what  has  been  paid,  the  sense  in  which  the  terms  "value" 
and  *Sraluation"  are  used  in  the  Valuation  Act  and  in  all  of  the 
discussion  and  procedure  to  which  that  Act  has  given  rise,  is  in 
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the  sense  of  placing  the  cart  before  the  horse.  After  much  dis- 
cussion  and  experiment  the  procedure  under  the  Valuation  Act  was 
devoted  virtually  entirely  to  the  endeavor  to  ascertain  the  cost  of 
reproduction  new,  or  the  cost  of  reproduction  less  depreciation, 
of  the  property,  that  is,  of  the  physical  assets  of  a  carrier.  The 
Commission  has  allowed  an  addition  of  seven  and  one-half  per 
centum  to  this  cost  for  appreciation  due  to  the  coordination  of 
the  physical  assets  and  the  serviceability  of  a  railroad  company 
as  a  going  concern.  The  total  thus  ascertained  has  been  des- 
ignated the  value  of  a  railroad  company. 

As  the  physical  assets  of  a  railroad  company  are  indispensable 
to  the  performance  of  its  service,  it  follows  as  a  matter  of  course 
that  those  who  provide  the  capital  necessary  to  their  acquirement 
must  receive  adequate  reward  for  the  utilization  of  that  capital ; 
and  it  follows  that  the  railroads  must  offer  adequate  reward  for 
the  additional  capital  requisite  to  the  extension  of  their  facilities 
for  the  increased  provision  of  transportation.  For  the  latter 
purpose  the  Transportation  Act  authorizes  the  Commission  in  its 
discretion  to  allow  a  carrier  a  sum  not  exceeding  one-half  of  one 
per  centum  of  the  fair  value  of  its  property  in  addition  to  the 
fair  return  accorded  as  the  reward  for  the  use  of  the  property. 

The  percentage  to  be  allowed  as  a  reward  for  the  use  of  capital 
and  as  provision  for  the  extension  of  facilities  constitutes  the  net 
railway  operating  income  of  a  railroad  company.  This  is  the 
proportion  of  the  receipts  derived  from  the  sale  of  transportation 
which  remains  after  the  current  expenses,  the  running  expenses 
for  providing  transportation,  have  been  met.  These  running  ex- 
penses include  wages  and  salaries  and  the  cost  of  materials  and 
supplies.  Those  who  pay  for  the  service  of  transportation  must 
pay  a  total  constituted  of  expenses  incurred  for  wages  and  sala- 
ries, for  materials  and  supplies,  for  repairs  to  and  renewal  of 
physical  assets,  and  sufficient  in  addition  to  yield  the  specified 
net  railway  operating  income. 

Although  it  presumably  is  the  intent  of  the  Transportation 
Act  that  the  railroads  shall  to  the  utmost  attainable  degree  serve, 
protect,  and  promote  the  commerce  of  the  United  States,  and  there 
are  certain  provisions  which  evidently  are  intended  to  have  that 
effect,  nowhere  in  the  Transportation  Act  nor  in  the  Interstate 
Conmierce  Law  as  a  whole  is  that  purpose  specifically  stated. 
Reference  to  railroad  rates  is  made  in  such  terms  as  fair,  just, 
and  reasonable;  and  it  is  held  that  there  ought  to  be  honest. 
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efficient,  and  economical  management.  Nowhere  is  there  a  cri- 
terion of  the  fairness,  justness,  and  reasonableness  of  a  rate  nor 
of  efficiency  and  economy  of  management. 

For  many  years  it  was  the  tendency  of  legislatures  and  com- 
missions to  compel  the  railroads  to  charge  rates  which  would 
allow  the  greatest  number  of  competing  producers  and  shippers 
to  compete.  This  tended  to  subvert  the  justification  for  competi- 
tion itself,  and  to  reduce  that  which  the  railroads  received  in 
relation  to  the  service  performed.  When  railroad  rates  are  so 
adjusted  that  the  less  elBScient  producers  of  utilities  of  any  kind 
are  enabled  to  continue  to  supply  part  of  the  demand  which  other- 
wise would  be  supplied  at  prices  as  low  by  more  efficient  producers, 
there  is  utilized  in  their  production  the  effort  of  a  greater  number 
of  persons  than  is  necessary  and  of  a  greater  proportion  of  capi- 
tal than  is  requisite.  The  burden  falls  in  large  measure  upon  the 
railroads.  They  are  compelled  to  do  more  work  than  they  ought 
to  do.  This  means  an  unnecessary  employment  of  capital  and 
of  effort  by  the  railroads,  and  they  receive  less  than  they  ought 
to  receive  for  the  work  they  do.  This  has  conspicuously  been 
the  case  in  the  bituminous  coal  industry,  which  provides  a  large 
proportion  of  the  traffic  of  the  railroads.  It  has  been  easy  to 
open  a  bituminous  coal  mine  in  this  country.  New  operators 
have  demanded  an  allottment  of  the  cars  supplied  by  the  railroad 
companies.  Railroad  commissions  have  compelled  compliance  with 
their  requests  notwithstanding  that  existing  mines  were  more  than 
adequate  to  supply  the  demand.  The  result  has  been  loss,  waste, 
lack  of  continuous  employment,  and  continual  disturbance  in  the 
industry.  It  is  authoritatively  and  conservatively  estimated  that 
the  mechanical  capacity  of  the  bituminous  coal  mines  in  this 
comitry  is  at  least  76  per  cent  greater  than  requisite  to  supply 
the  demand,  that  the  working  capacity  including  the  effort  of  the 
miners  and  other  employees  is  at  least  60  per  cent  greater  than 
requisite  to  supply  the  demand. 

For  many  years  it  was  the  tendency  of  legislatures,  commis- 
sions, and  boards  to  compel  the  railroads  to  increase  the  wages  of 
their  employees  and  to  increase  the  number  of  their  employees 
beyond  that  requisite  for  the  efficient  performance  of  the  service. 
This  tended  to  increase  the  costs  of  performing  the  service  in 
relation  to  the  service  performed.  Ground  between  the  upper 
and  the  nether  millstones,  the  revenue  of  the  railroads  became  in- 
adequate.    The  difficulty  was  enhanced  under  the  governmental 
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control  of  the  railroads  during  the  war.  Wages  were  advanced 
time  and  again,  the  working  conditions  of  employees  were  made 
easier  and  the  number  of  employees  was  multiplied.  Commen- 
surate advances  were  not  made  in  rates,  the  governmental  author- 
ities preferring  to  pay  the  deficits  from  taxation. 

The  Transportation  Act  without  specifying  a  definite  criterion 
for  expenses  endeavors  to  provide  adequate  revenue  for  the  rail- 
roads through  that  adjustment  of  rates  which  will  enable  them  to 
pay  their  running  expenses  and  to  obtain  a  specified  net  railway 
operating  income.  That  this  is  putting  the  cart  before  the  horse 
is  demonstrated  by  the  effect  of  the  increased  rates  accorded 
after  the  Transportation  Act  was  enacted.  Not  only  did  the 
increased  rates  not  yield  to  the  railroads  the  specified  net  rail- 
way operating  income,  but  their  tendency  was  to  retard  instead 
of  to  promote  the  industry  and  commerce  of  the  country. 

It  happened  that  just  as  the  preparation  of  this  paper  reached 
this  point  the  Interstate  Commerce  Commission,  in  an  order  mak- 
ing a  radical  reduction  in  the  rates  on  hay  and  grain,  declared 
in  effect  that  railroad  rates  should  be  so  adjusted  as  best  to  serve 
industry  and  commerce,  and  that  it  was  the  duty  of  the  railroads 
from  the  receipts  derived  from  the  sale  of  transportation  at  such 
rates  to  provide  their  service  and  to  provide  the  facilities  for 
increasing  their  service.  This  is  putting  the  horse  before  the 
cart  whei'e  it  belongs.  The  first  and  foremost  reality  of  the 
transportation  problem  is  the  need  to  keep  the  horse  and  cart 
moving  under  the  conditions  which  best  serve  the  industry  and 
commerce  of  the  United  States  and  therefore  best  serve  the  ma- 
terial welfare  of  the  people  of  the  United  States.  When  the 
horse  and  cart  are  thus  kept  moving  the  railroads  will  have 
emerged  from  their  predicament,  the  transportation  problem  will 
have  been  solved. 

To  this  end  there  must  be  the  application  of  certain  elementary 
principles  of  economics.  It  might  seem  superflous  or  worse  to 
indulge  in  the  expression  of  such  principles  before  a  body  of  pro- 
fessional economists  were  it  not  that  their  application  has  been 
woefully  neglected  and  that  the  principles  themselves  are  not 
generally  understood.  Moreover,  when  important  conclusions  are 
drawn  the  premises  ought  to  be  clearly  stated.  Economic  theory 
ought  to  embody  economic  principles  of  practical  application; 
otherwise  it  is  useless.  The  justification  of  the  economist  is  in  the 
ascertainment  and  elucidation  of  such  principles.     Through  long 
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practical  experience  there  was  painfully  borne  in  upon  me  in  all 
of  the  disputes  concerning  the  railroads  not  only  the  absence  of 
recognition  of  underlying  principles,  but  the  absence  of  such  prin- 
ciples themselves. 

The  following  fundamental  propositions  are  advanced  as  tru- 
isms. They  are  advanced  in  the  hope  that  they  are  given  that 
coordinated  and  synthetized  expression  which  adapts  them  for 
practical  application  in  the  economic  activity  which  is  interwoven 
throughout  all  production,  buying,  and  selling. 

The  processes  of  producing  the  utilities  which  individuals  use 
and  consiune,  the  utilities  in  the  forms  of  matter  requisite  to  the 
maintenance  of  human  existence,  to  the  manifestation  of  human 
activity  in  whatever  field,  are  effected  at  this  time  in  the  main 
by  organizations  of  employer  and  employees.  They  apply  pro- 
ductive force  in  unending  ramification  in  the  successive  processes 
of  producing  substance,  of  transforming  it  into  the  utilities  we 
use  and  consume,  and  into  the  instruments  of  production  utilized 
in  that  transformation.  Throughout  all  of  the  stages  and  pro- 
cesses in  which  there  is  the  ramification  of  productive  force  there 
is  the  ramification  of  the  service  of  the  railroads  due  to  the 
productive  force  applied  by  them.  The  charges  paid  for  the 
service  of  transportation  enter  into  the  costs  of  production  at 
every  stage  and  process  from  which  emerge  the  final  utilities  which 
all  persons  use  and  consume.  The  final  buyers  of  final  utilities 
for  the  use  and  consumption  of  the  entire  population  thus  pay 
for  all  of  the  costs  of  their  production,  including  the  costs  of 
transportation.  The  service  of  the  railroads  is  of  a  piece  with 
the  service  of  all  industry  and  commerce. 

In  all  of  the  stages  and  processes  of  production  are  utilized 
land,  instruments  of  production,  and  human  effort.  The  utiliza- 
tion of  these  factors  constitutes  the  application  of  productive 
force.  There  cannot  be  more  of  utilities  used  and  consumed  by 
the  entire  population  than  emerge  from  the  processes  of  pro- 
duction. The  greater  the  volume  of  utilities  of  any  kind  and 
quality  produced  in  relation  to  the  productive  force  applied,  the 
greater  the  number  of  persons  whose  wants  for  utilities  of  that 
kind  can  be  met.  The  greater  the  volume  of  utilities  of  any 
kind  produced  in  relation  to  the  productive  force  applied,  the 
more  there  will  be  of  productive  force  available  for  the  production 
of  utilities  of  other  kinds.  Therefore,  the  greater  the  volumes 
in  which  utilities  of  the  various  kinds  are  produced  in  due  relation 
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to  the  demand,  and  in  relation  to  the  productive  force  applied, 
the  greater  will  be  the  volumes  and  the  varieties  of  utilities  to 
meet  the  wants  of  the  entire  population. 

The  lower  the  cost  at  which  utilities  are  produced,  the  lower 
the  prices  at  which  they  can  be  sold.  The  fewer  the  dollars  ex- 
pended in  production,  the  greater  the  measures  of  utilities  that 
dollars  will  buy.  As  the  volumes  and  varieties  of  utilities  pro- 
duced increase  in  relation  to  the  entire  population,  they  increase 
in  relation  to  the  number  of  those  applying  effort  in  their  pro- 
duction. Competition  between  employers  for  the  sale  of  the 
larger  volumes  of  utilities  produced  compels  them  to  sell  at  prices 
that  extend  their  sales.  As  production  thus  increases  and  ex- 
tends, competition  between  employers  for  the  effort  requisite  to 
continued  production  compels  the  payment  of  wages  which  enable 
employees  to  extend  their  purchases.  The  fewer  the  dollars  ex- 
pended in  production  and  the  greater  the  volumes  and  varieties  of 
utilities  produced,  the  greater  the  measures  of  utilities  that  can 
be  bought  with  the  dollars  all  persons  receive. 

If  more  is  paid  for  any  factor  utilized  in  production  than  the 
price  at  which  that  factor  could  be  obtained  under  conditions 
which  promote  its  wholesome  preservation  and  eflScient  utilization, 
the  costs  of  production  have  been  unduly  increased.  Moreover, 
if  higher  wages  are  paid  to  employees  engaged  in  any  process  of 
production,  buying  and  selling,  including  the  provision  of  trans- 
portation, than  those  at  which  employees  of  equal  serviceability 
could  be  secured,  the  latter  will  be  deprived  of  the  opportunity 
for  which  they  are  capable,  and  may  be  obliged  to  take  other 
employment  at  still  lower  wages.  If  the  prices  of  utilities  of 
various  kinds  are  unduly  increased  by  the  payment  of  such  unduly 
high  wages,  all  of  those  who  buy  such  utilities,  including  the  em- 
ployees engaged  in  their  production,  will  have  to  pay  higher 
prices  for  them.  Unduly  high  costs  of  production  may  mean 
that  unduly  high  prices  will  have  to  be  paid  or  that  the  profit 
of  producers  will  be  unduly  diminished,  or  both. 

It  is  the  attainment  of  profit  which  enables  the  acquisition  of  in- 
creasing areas  of  land,  the  provision  of  instnunents  of  production 
increasing  in  number  and  capacity  by  means  of  which  production 
of  all  kinds  is  in  vastly  greater  volume  than  otherwise  would  be 
possible,  the  production  of  increasing  volumes  of  substance,  its 
transformation  into  increasing  volumes  of  utilities,  and  the  pay- 
ment of  wages  and  salaries  to  an  increasing  number  of  employees. 
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Thus  it  is  by  means  of  profit  that  the  increasing  wants  of  an  in- 
creasing population  are  met,  and  wages  are  paid  to  the  increasing 
number  who  must  apply  their  efforts  in  the  increasing  production. 
Moreover,  it  is  the  attainment  of  profit  from  the  sale  of  utilities 
produced  which  enables  the  production  of  utilities  of  other  kinds 
which  have  not  previously  been  produced,  which  enables  an  in- 
crease not  only  in  the  volumes  but  also  in  the  varieties  of  utilities. 

The  principles  that  the  volumes  in  which  utilities  are  produced 
should  be  in  due  proportion  and  in  due  relation,  that  in  such 
proportion  and  relation  they  should  be  produced  in  the  greatest 
practicable  voliunes  in  relation  to  the  force  applied  under  the 
conditions  which  promote  the  wholesome  preservation  of  every 
factor  constituting  that  productive  force,  that  with  due  regard 
to  these  conditions  no  higher  price  be  paid  for  any  factor  utilized 
than  the  price  at  which  that  factor  could  be  obtained  under  fair 
competition,  and  that  there  be  increasing  production  to  meet  in- 
creasing wants,  are  applicable  toward  the  solution  of  virtuaUy 
every  problem  that  besets  industry  and  commerce  today.  Their 
application  with  exactitude  may  be  exceedingly  difficult,  but  their 
universal  recognition  would  tend  toward  their  application  in  the 
fullest  attainable  degree.  They  are  applicable  in  the  working  of 
the  railroads  and  in  the  inter-working  of  the  railroads  with  all 
of  the  stages  and  processes  of  production,  buying,  and  selling. 
That  is,  there  must  not  only  be  the  relation  between  that  which  is 
paid  to  the  railroads  and  that  which  is  paid  by  the  railroads 
which  will  conduce  to  the  observance  of  these  principles,  but  there 
also  must  be  the  relation  between  the  receipts  and  expenditures  of 
the  railroads*  and  the  receipts  and  expenditures  of  all  other 
business  organizations  which  will  so  conduce.  The  degree  in 
wbich  the  administration  and  management  of  a  railroad  conduces 
to  this  observance  is  the  criterion  of  economy  and  efficiency  in 
operation.  The  degree  in  which  a  railroad  rate  conduces  to  this 
observance  is  the  criterion  of  the  justness,  fairness,  and  reason- 
aUeness  of  a  railroad  rate. 

One  fact  is  of  preeminent  importance.  It  is  not  alone  the 
physical  assets  which  conduce  to  the  serviceability  of  a  railroad 
company.  Of  equal  if  not  greater  importance  is  the  efficiency 
with  which  these  assets  are  utilized.  For  example,  if  the  move- 
ment of  cars  and  locomotives  in  the  conveyance  of  freight  be 
doubled,  double  the  volume  of  transportation  is  provided  with  the 
same  volume  of  physical  assets.     If  the  reward  of  the  railroads 
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be  restricted  to  a  specified  percentage  of  the  so-called  value  of 
the  physical  assets,  there  will  be  the  temptation  to  invest  addi- 
tional capital  in  the  augmentation  of  physical  assets  instead  of 
the  incentive  to  make  the  most  efficient  utilization  of  the  physical 
assets  in  which  capital  has  been  invested. 

The  overwhelming  importance  of  the  transportation  service  to 
all  of  the  people  of  the  United  States  is  alone  sufficient  justifica- 
tion for  its  regulation  by  the  government.  Regulation  in  one 
sense  means  to  preserve  order;  in  another  sense  it  means  to 
manage.  The  government  of  this  country  has  come  more  and 
more  to  take  a  greater  share  in  the  administration  and  manage- 
ment of  the  railroads  instead  of  confining  its  regulation  to  brings 
ing  to  light,  punishing,  and  preventing  the  repetition  of  evils  and 
abuses  in  their  administration.  It  has  appointed  board  after 
board,  commission  after  commission,  according  them  authority 
which  has  impaired  the  authority  of  those  charged  with  the  admin- 
istration of  the  railroads  for  the  results  of  whose  operations  they 
are  responsible.  The  railroad  legislation  of  this  country  has 
compelled  the  railroads  to  do  many  things  which  they  ought  to 
have  done  themselves,  and  it  has  enabled  them  to  do  many  things 
which  they  struggled  in  vain  against  popular  antagonism  in  order 
to  do  themselves.  At  the  same  time  it  has  advanced  in  that 
bureaucratic  control  which  impairs  efficiency  and  retards  prog- 
ress. 

The  Transportation  Act  has  been  designated  as  a  bill  providing 
for  the  return  of  the  railroads  to  private  ownership.  In  truth,  it 
subjects  the  railroads  to  a  greater  degree  of  governmental  control 
than  ever  before.  The  Interstate  Commerce  Commission  is  vested 
with  virtually  absolute  power  to  fix  the  rates  upon  which  the 
earnings  of  the  railroads  depend ;  a  railroad  labor  board  has  been 
given  a  high  degree  of  authority  in  the  adjustment  of  wages, 
which  are  the  principal  item  in  the  expenses  of  the  railroads.  The 
Commission  has  been  given  authority  over  the  issue  of  securities 
and  the  return  that  shall  be  received  upon  capital  invested  in 
those  securities.  It  has  been  given  authority  over  the  extension 
and  construction  of  new  lines.  It  obliges  railroads  which  have 
earned  more  than  a  stipulated  return  to  pay  a  portion  of  the 
surplus  to  the  government  from  which  the  Commission  may  make 
loans  to  other  railroads,  and  thus  to  an  extent  the  Commission 
becomes  a  banker  for  the  railroads.     All  of  this  authority  has 
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been  vested  in  a  body  of  eleven  men  with  headquarters  in  Wash- 
ington. 

There  have  been  many  evils  and  abuses  in  railroad  administra- 
tion and  management,  but  when  those  charged  with  their  admin- 
istration and  their  management  had  initiative  and  incentive  the 
railroads  of  the  United  States  admittedly  were  the  best  and  their 
rates  the  lowest  of  those  of  any  nation,  and  the  traffic  increased 
by  leaps  and  bounds.  There  have  been  seeming  evils  and  abuses 
that  were  no  more  than  the  growing  pains  of  progress.  Govern- 
mental administration  of  business  activity  nearly  always  tends  to 
the  level  of  mediocrity  or  worse.  In  that  the  Transportation  Act 
brings  more  of  government  into  the  business  of  the  railroads,  it 
contravenes  the  slogan  of  the  present  national  administration  that 
there  should  be  more  of  business  in  government  and  less  of  govern- 
ment in  business. 

The  railroads  are  under  obligation  so  to  perform  the  service 
of  transportation  that  it  will  conduce  in  the  greatest  degree  to 
the  general  welfare.  It  follows  that  the  people  are  under  obliga- 
tion to  promote  the  conditions  under  which  that  service  may 
be  80  performed.  Such  expressions  as  **The  railroads  and  the 
people"  and  **The  railroads  and  the  public*'  ought  to  be  taboo. 
The  railroads  are  "of  the  people,  by  the  people,  for  the  people." 


THE  RAILROADS— DISCUSSION 

A.  M.  Sakolski. — It  is  almost  as  difficult  for  me  to  discuss  the 
papers  of  Mr.  Hines  and  Mr.  McPherson  as  it  is  to  appraise  the 
present  railroad  situation.  Mr.  Hines's  excellent  review  of  railroad 
history  during  the  four  years  and  his  concise  statement  of  proposed 
remedies  are  so  clearly  drawn  that  they  leave  room  for  little  argument. 
It  happens  that  the  principal  remedies  proposed  by  Mr.  Hines — 
namely^  the  improvement  of  maintenance  service  and  greater  coopera- 
tion in  the  use  of  railroad  facilities — ^have  already  been  pointed  out 
by  me  on  a  previous  occasion.  It  seems  obvious^  as  Mr.  Hines  makes 
plain,  that  further  railroad  economies  cannot  be  effectively  derived 
from  additional  wage  reductions.  Labor  should  not  be  made  to 
bear  the  brunt  of  economies,  since  further  wage  reductions  are  likely 
to  intensify  the  present  unfriendly  attitude  of  railroad  workers  toward 
their  employers;  this  will  lead  to  inefficiency.  Almost  all  classes  of 
railroad  labor  have  a  dual  allegiance,  that  is,  their  allegiance  to  the 
union  and  their  allegiance  to  the  employing  company.  The  tendency 
in  recent  years  has  been  to  intensify  union  loyalty  at  the  expense  of 
the  company  loyalty. 

Though  it  seems  to  be  poor  policy  for  the  railroads  to  enforce 
further  wage  reductions,  it  is  highly  imperative  that  the  obnoxious 
union  restrictions  on  efficiency  and  economy  in  operations  be  abolish- 
ed. This  would  do  away  with  many  of  the  so-called  shop  rules,  labor 
classifications,  and  other  petty  annoyances  created  and  enforced  dur- 
ing the  period  of  union  domination  of  railroad  labor.  The  Labor 
Board  will  have  its  hands  full  for  many  months  in  handling  contro- 
versies arising  from  these  so-called  union  rules.  The  present  contro- 
versy of  the  Pennsylvania  Company  with  the  Labor  Board  is  but  a 
forerunner  of  many  other  similar  controversies. 

Mr.  Hines  struck  the  nail  on  the  head  in  calling  attention  to  the 
long  neglect  of  maintenance  problems  by  the  railroad  companies.  I 
had  occasion,  at  the  time  of  the  declaration  of  war  against  Germany, 
to  investigate  labor  conditions  in  car  repair  shops.  After  a  few  weeks 
of  study,  it  became  readily  apparent  that  the  railroad  companies  had 
little  interest  in  the  comforts  of  or  the  employment  conditions  among 
car  repairers.  There  was  thus  produced  gross  inefficiency  in  this  branch 
of  the  railroad  maintenance,  so  that  the  high  cost  of  car  repairs, 
together  with  difficulties  in  effecting  repairs  during  busy  periods  suffi- 
ciently rapidly  to  replace  crippled  and  damaged  cars,  may  be  ascribed 
to  the  general  neglect  of  the  railroad  companies  to  work  out  this 
problem.  The  recent  move  by  some  companies  to  farm  out  their  car 
repairs  to  private  concerns  is  probably  as  much  due  to  desire  for  cost 
reductions  as  for  the  elimination  of  labor  union  restrictions  in  the  shops. 
Certainly  this  is  a  favorable  field  for  investigation.     If  ten  years  ago 
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the  government  had  inaugurated  an  intensive  investigation  of  railroad 
efficiency^  instead  of  wasting  hundreds  of  millions  in  physical  valna- 
tion^  the  ultimate  use  of  which  is  seriously  questioned,  the  public  would 
obtain  the  benefit  through  reduced  freight  rates  resulting  from  lower 
operating  costs. 

Regarding  Mr.  McPherson's  statement  that  the  Transportation  Act 
is  a  constructive  piece  of  legislation,  we  must  heartily  agree.  In  many 
of  its  phases,  however,  it  will  not  stand  strict  economic  analysis.  This 
was  pointed  out  by  me  at  the  last  annual  meeting,  and  my  prognosti- 
cations made  then  proved  correct.  The  rate-making  provision  of  the 
Act  is  certainly  at  variance  with  economic  law.  Yet  this  provision, 
which  makes  it  mandatory  on  the  part  of  the  Commission  to  fix  rates 
so  that  the  railroads  will  earn  a  fair  return  on  their  value,  had  to  be 
inserted  in  order  to  preserve  the  credit  of  the  railroads.  Without 
such  a  provision  in  the  Act,  railroad  securities  would  have  undergone 
a  serious  slump  and  the  companies  would  be  unable  to  do  further 
financing.  Expediency  and  political  considerations  were  the  deter- 
mining factors  in  the  law,  and  not  economic  principles.  Therefore, 
the  rate-making  provision  should  remain  without  change. 

Mr.  McPherson  is  also  correct  in  his  statement  that  freight  rates 
which  will  serve  the  country  best  are  not  always  such  rates  as  will 
famish  the  railroads  a  fair  return  on  their  value.  The  experience  of 
the  last  year  has  proven  this.  The  result  of  the  Commission's  rate 
adjustment  has  been  that  the  rates  have  not  benefited  business,  and 
have  not  benefited  the  railroads.  The  reason  for  this  maladjustment 
is  due  to  the  method  of  increasing  the  general  level  of  rates  without 
regard  to  the  changes  that  result  thereby  in  individual  rates.  What 
is  needed  at  the  present  time  is  a  permanent  commission  to  constantly 
study  the  effect  of  rate  changes  on  industries. 

Mr.  McPherson  appears  to  advocate  the  valuing  of  the  ral roads  on 
the  basis  of  the  market  prices  of  their  securities.  Though  physical 
valuation  lias  proven  ineffective  and  wasteful  and  is  likely  to  assist 
very  little  in  the  problem  of  rate  regulation,  a  valuation  based  upon 
current  market  quotations  of  securities  is  likewise  defective.  The 
market  price  of  any  security  represents  the  valuation  placed  by  a 
very  few  buyers  and  very  few  sellers.  In  other  words,  the  supply 
offered  for  sale  at  a  particular  time  and  the  demand  at  the  current 
price  at  that  time,  are  important  factors  in  fixing  market  value. 
Accordingly,  such  market  value  does  not  represent  the  true  valuation 
of  the  total  amount  outstanding  of  any  security.  Take  the  example 
of  Pennsylvania  Railroad  stock — a  few  hundred  shares  of  this  stock 
changes  hands  each  day,  notwithstanding  the  fact  that  the  total  issue 
exceeds  a  half  billion  dollars.  But,  can  it  be  said  that  the  true  value 
of  the  Pennsylvania  Railroad  should  be  based  on  the  market  value  of 
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a  few  hundred  shares?  If  so^  then  the  relative  temporary  position  of 
security  buyers  and  sellers  will  determine  the  valuation  of  railroads, 
rather  than  earning  power  or  other  intrinsic  considerations. 

Mr.  Mc  Pherson,  of  course,  hesitates  to  offer  any  constructive  sug- 
gestions as  to  changes  in  the  Transportation  Act  One  change,  to 
my  mind,  is  particularly  desirable.  This  concerns  the  dual  authority 
over  the  railroads  exercised  by  the  Labor  Board  on  one  hand  and  the 
Interstate  Commerce  Conmiission  on  the  other.  These  commissions 
have  taken  opposite  attitudes  in  the  matter  of  adjusting  wages  to 
freight  rates  or  freight  rates  to  wages.  A  situation  of  this  kind  places 
the  railroads  between  two  blades  of  a  shears,  and  unless  there  is  a 
change,  the  railroads'  solvency  is  likely  to  be  scrapped  without  any 
benefit  to  the  public  at  large. 

One  can  hardly  escape  the  conclusion  that  the  only  way  to  remedy 
the  railroad  situation  is  to  permit  the  railroad  companies  to  follow  a 
vigorous  policy  of  operating  economies.  Changes  in  the  law,  addi- 
tional rate  hearings,  and  the  like  are  of  little  avail.  What  is  needed 
to  save  the  railroads  from  general  bankruptcy  or  government  operation 
is  unimpeded  retrenchment  in  all  operating  divisions. 

Wage  reductions,  changes  in  working  conditions,  and  adjustments 
of  rates  for  the  production  of  greater  revenues,  do  not  promise  suf- 
ficient financial  relief  to  the  railroads.  Economic  wastes  in  railroad 
operations  require  elimination.  American  transportation  has  out- 
grown the  system  under  which  it  now  operates,  and  only  a  recognition 
of  this  fact  will  save  railroad  companies  from  government  operation. 
As  pointed  out  by  Mr.  Hines,  a  system  of  coordination  of  serHces  and 
facilities  is  required.  It  is  not  expected  that  there  will  be  general 
approval  of  this  plan  by  many  railroad  executives ;  but  whatever  action 
is  finally  taken,  it  is  an  undisputed  fact  that  intensive  unhampered 
economy  is  needed  to  keep  the  roads  in  a  solvent  condition. 

Now,  let  me  mention  some  of  the  specific  problems  of  economies  in 
railroad  operation.  There  are  those  relating  to  (a)  standardisation 
and  use  of  equipment;  (b)  the  joint  use  of  shops,  yards,  and  termi- 
nals ;  (c)  the  cooperative  purchase  of  supplies ;  and  (d)  the  harmonis- 
ing of  traffic  relationships.  Many  of  these  matters  are  already  under 
the  jurisdiction  of  the  Interstate  Commerce  Commission,  but  it  is 
readily  apparent  that  a  governmental  agency  such  as  the  Commission, 
acting  in  both  a  judicial  and  executive  capacity,  is  incapable  of  ade- 
quately handling  these  problems  without  the  direct  assistance  and 
cooperation  of  active  railroad  operating  officials  and  organizations  of 
business  men. 

M.  O.  LoRENZ. — Mr.  Hines  has  given  an  admirably  clear  review  of 
recent  railroad  history.  The  most  interesting  thing  to  me  about  his 
paper  is  that  he  stresses  the  need  for  economies  in  certain  directions 
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and  does  not  have  much  to  say  about  reducing  wages.  Assuming  that 
there  is  large  opportunity  for  such  economies,  I  doubt  whether  they 
can  be  relied  upon  for  any  early  pronounced  reduction  in  the  cost  of 
railroad  operation.  It  takes  time  to  work  them  out.  It  is  important, 
I  think,  to  recognise  just  what  the  wage  increases  enumerated  by  Mr. 
Hines  have  meant  from  the  standpoint  of  operating  costs.  The  effect 
of  these  increases  is  now  being  felt.  In  1915  the  average  earning  per 
hour  of  all  classes  of  railroad  labor  was  about  27  cents;  in  1916  it 
was  about  28  cents;  in  1917,  32  cents;  in  1918,  46  cents;  in  1914,  55 
cents;  in  1920,  66  cents;  in  the  first  half  of  1921,  69  cents.  That 
was  the  peak.  Since  July  1,  1921,  the  average  I  estimate  at  about 
61  cents.  That  is  an  increase  of  126  per  cent  over  1915.  The  pay 
roll  is  not  far  from  60  per  cent  of  the  operating  expenses.  It  must  be 
apparent  that  such  radical  increases  in  wages  would  necessarily  great- 
ly increase  the  charges  to  the  public  regardless  of  any  changes  in  the 
method  of  organization  conceivable  in  the  near  future.  These  aver- 
ages are  obtained  by  dividing  the  total  compensation  by  total  man- 
hours,  and,  hence,  because  of  changes  in  the  composition  of  the  man- 
hours  from  year  to  year,  are  only  approximately  correct. 

The  railroad  problem  presents  itself  to  some  persons  as  a  sort  of 
triangular  deadlock.  Rates,  from  this  point  of  view,  cannot  be  much 
reduced  unless  wages  are  reduced  or  traffic  greatly  increased,  and 
traffic  will  not  increase  until  rates  are  reduced.  But  I  do  not  believe 
the  great  fluctuations  in  the  volume  of  traffic  in  recent  years  have 
been  much  influenced  by  our  freight  rate  policy.  Traffic  would 
eventually  doubtless  revive  with  the  present  average  level  of  freight 
rates  unchanged,  assuming  proper  relationships  between  commodities. 
What  is  desirable  is  that  the  rate  level  be  made  stable  as  soon  as 
possible.  I  do  not  pretend  to  be  able  to  say  just  how  much  railroad 
wages  should  be  reduced,  if  at  all.  That  is  for  the  Railroad  Labor 
Board  to  say  in  the  lig^t  of  the  evidence  relating  to  the  various 
criteria  for  a  fair  railroad  wage  given  in  the  Transportation  Act.  A 
mere  comparison  of  percentage  increases  in  wages  and  cost  of  living 
is  not  controlling.  Whatever  wages  are  established  by  the  Labor 
Board  as  reasonable  can  and  should  be  paid  through  the  rates  by  those 
who  use  transportation  services.  The  railroad  employees  should  not, 
under  the  present  organization  of  the  industry,  be  regarded  as  sharing 
in  the  risks  of  the  management.  The  desirability  of  labor  copartner- 
ship in  railroading  has  been  suggested,  but  this  is  still  a  dream. 
Railroad  employees  are  entitled  to  fair  wages  largely  regardless  of  the 
profits  of  the  carriers.  I  do  not  agree  with  Mr.  Sakolski  in  the 
opinion  which  he  has  just  expressed  that  much  would  be  gained  by 
giving  jurisdiction  over  wages  to  the  Interstate  Commerce  Commis- 
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sion.  In  expressing  these  opinions,  I  am,  of  course,  speaking  for 
myself  alone  and  not  in  any  official  capacity. 

In  connection  with  what  Mr.  Hines  said  about  the  curtailment  of 
maintenance  in  1921,  I  wish  to  point  out  that  the  charges  for  main- 
tenance in  1920  were  extraordinarily  high  and  are  not  to  be  taken 
as  a  standard  for  a  proper  maintenance  in  1921.  The  carriers  have 
in  fact  in  recent  months  expended  about  twice  the  amount  spent  on 
an  average  for  the  same  months  in  the  test  period.  Allowing  for  the 
difference  in  the  cost  of  labor  and  material,  and  considering  the  sub- 
normal traffic  in  1921,  the  cut  in  maintenance  expenditure  as  com- 
pared with  that  for  1920  is  not  at  all  alarming,  although  there  is 
deferred  maintenance  to  be  done  before  the  next  great  revival  of 
traffic. 

Turning  to  Mr.  McPherson's  paper:  I  am  in  agreement  with  his 
statement  of  general  economic  principles,  but  I  do  not  agree  that  he 
has  stated  the  effect  of  government  regulation  of  railroads  with  entire 
justice.  Mr.  McPherson  states  that  legislation  has  advanced  in  that 
bureaucratic  control  which  impairs  efficiency  and  retards  progress. 
Mr.  McPherson  says  the  protection  of  the  railroads  has  been  neglected 
in  order  to  quiet  popular  clamor.  There  is  not  time  to  discuss  this 
matter  here,  but  I  wish  to  say  that  government  control  has  not,  it 
seems  to  me,  prevented  private  initiative  from  developing  a  high 
degree  of  efficiency  in  railroad  operation,  and  has  at  the  same  time 
secured  to  the  public  the  lowest  possible  price  for  transportation 
services,  although,  it  is  true,  in  certain  periods,  somewhat  too  low  a 
price. 

The  railroads  are  emerging  from  their  financial  difficulties  with  the 
machinery  that  has  been  provided  by  the  Transportation  Act.  But 
there  is  an  important  feature  of  the  Transportation  Act  which  as  yet 
has  been  untried,  and  that  is  the  provision  for  recapturing  a  part  of 
the  earnings  of  the  more  prosperous  corporations  in  excess  of  a  given 
standard.  This  provision  will,  if  it  operates  as  intended,  leave  some 
incentive  to  private  endeavor  and  at  the  same  time  will  make  it  more 
probable  that  the  public  will  acquiesce  in  liberal  earnings  of  railroads, 
which,  of  course,  are  necessary  for  their  proper  extension  and  develop- 
ment; and  the  excess  earnings  recaptured  could  be  used  in  strengthen- 
ing the  whole  transportation  system.  If  this  provision  fails  of  its 
purpose,  the  result  will  probably  be  the  regional  or  national  consolida- 
tion of  the  railways  with  an  extension  of  public  control  not  far 
removed  from  government  ownership. 

JuLnrs  H.  Parmelee. — ^The  value  of  these  helpful  and  practical 
papers  on  the  railway  problem  seems  to  me  to  lie  in  the  emphasis 
which  is  laid  upon  the  vital  and  fundamental  importance  of  applying 
economic  principles  to  the  railway  situation.     Because  sound  economic 
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principles  faave  not  been  ao  applied  in  the  past,  onr  problem  of  so 
creating  and  maintaining  the  transportation  industry  as  best  to  serve 
the  pnblic  has  drifted  along  with  but  little  intelligent  effort  at  a 
solution. 

Mr.  McPherson  refers  to  the  loose  thinking  that  has  pervaded  much 
of  onr  governmental  dealings  with  the  railways  as  a  "putting  of  the 
cart  before  the  horse" ;  Mr.  Hines  denominates  it  a  "state  of  mind." 
Whatever  the  phraseology,  the  fact  remains,  and  I  am  glad  to  see  it 
emphasized  and  reiterated  in  this  body  of  economists,  that  the  crying 
need  of  the  railway  industry  has  for  years  been  that  the  regulation 
of  their  activities  should  be  guided  by  sanity,  and  by  the  application 
of  economic  principles  such  as  obtain  in  any  other  industry. 

Take  for  example  one  feature  to  which  Mr.  McPherson  has  refer- 
red; the  problem  of  reaching  a  fair  valuation  of  railway  property. 
In  some  ways  this  is  fundamental  to  all  the  other  problems  in  the 
railway  world  today.  Under  the  Federal  Valuation  Act  of  1918,  the 
Interstate  Commerce  Commission  has  for  nearly  nine  years  been 
occupied  with  a  so-called  "physical  valuation"  of  the  railways  of  the 
United  States.  The  very  term  "physical  valuiition"  is  a  misnomer, 
from  an  economic  point  of  view:  if  a  thing  is  valuable,  it  is  not  so 
much  because  it  has  any  intrinsic  value  in  and  of  itself,  but  solely 
because  it  is  capable  of  producing  something  that  may  be  utilized  and 
therefore  has  a  consumption  or  use  value.  What  the  Conmiission  is 
doing  is  to  ascertain,  as  accurately  as  the  difficulty  of  the  problem 
permits,  the  physical  eott  of  railway  property,  which  may  be,  and 
usually  is,  a  very  different  thing  from  its  vailue.  Thus  when  the 
physical  appraisal  has  been  completed,  only  the  first  step  will  have 
been  taken  toward  a  fair  valuation. 

Yet  the  railway  valuation  problem  looms  up  today  as  of  far  greater 
significance  than  it  did  when  the  Valaution  Act  was  passed.  This  is 
because  of  two  important  provisions  in  the  Transportation  Act  of 
1920.  In  the  first  place,  railway  rates  are  to  be  fixed  at  a  level 
designed,  as  nearly  as  may  be,  to  produce  a  given  rate  of  return  on 
railway  valoe  as  determined  by  the  Interstate  Commerce  Conmiission. 
Under  this  provision,  the  whole  fabric  and  structure  of  our  freight 
and  passenger  rates  is  to  be  built  up  to  a  point  which  hinges  entirely 
on  the  aggregate  value  as  determined  under  the  law.  If  the  value  is 
set  unduly  high,  rates  must  be  made  greater  than  they  should  be;  if 
unduly  low,  then  rates  too  become  lower  than  is  proper.  The  impor- 
tance of  fixing  a  fair  and  accurate  value  becomes  vital  not  only  to  the 
railways  themselves,  but  also  to  the  whole  body  economic,  for  railway 
rates  run  like  a  silver  thread  through  the  whole  warp  and  woof  of  our 
economic  fabric. 

In  the  second  place,  the  so-called  "recapture"  clause  of  the  Trans- 
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portation  Act  provides  that  whenever  a  railway  company's  net  income 
rises  above  a  6  per  cent  return  on  its  value^  one-half  of  the  excess  above 
6  shall  revert  to^  or  be  recaptured  by^  the  government.  The  act  has 
made  it  extremely  important  to  the  individual  railway,  therefore,  that 
its  value  shall  be  fairly  determined,  for  otherwise  it  stands  to  lose,  if 
its  value  is  fixed  too  low,  just  as  it  may  gain  from  fixing  the  value 
too  high. 

The  question  at  once  arises  as  to  the  proper  basis  of  a  valuation  of 
railway  property.  This  is  not  the  place  or  time  to  enter  upon  a 
discussion  of  that  moot  question,  but  I  wish  merely  to  stick  to  my  text 
by  pointing  out  that  here,  if  anywhere,  the  railway  problem  is  crying 
out  for  a  solution  based  on  economic  principles,  and  those  only.  Such 
a  solution  is  vital  to  everything  that  our  transportation  industry  stands 
for  in  the  economic  life  of  today. 

Thus  far,  the  Interstate  Commerce  Commission  has  made  but  a 
tentative  valuation  of  railway  property  as  a  whole,  and  that  for  rate 
making  purposes  only.  The  aggregate  value  of  $18,900,000,000,  so 
fixed  by  the  Commission  last  year,  was  $1,140,000,000  less  than  the 
property  investment  of  the  railways,  that  is,  the  book  value  of  their 
property,  but  was  $2,850,000,000  greater  than  the  par  value  of  rail- 
way securities  outstanding  in  the  hands  of  the  public.  The  Commis- 
sion has  given  no  inkling  as  to  how  it  arrived  at  this  tentative 
valuation,  but  it  may  be  assumed  that  the  following  elements  were 
considered : 

1.  The  property  investment  account  of  the  railways. 

2.  The  results  of  the  so-called  "physical  valuation"  work  to  date. 
8.     The  par  value  of  railway  securities  outstanding. 

4.  The  material  and  supply  accounts. 

5.  The  needs  for  working  capital. 

6.  The  elements  of  appreciation  and  "going  value." 

7.  The  results  of  special  investigations  made  by  the  Commission 
from  time  to  time  into  the  financial  history  of  individual  rail- 
way companies. 

Possibly  the  Commission  also  took  into  account  the  market  value 
of  railway  securities,  although  it  is  a  matter  of  serious  question 
whether  the  valuation  of  an  industry  whose  net  income  (and,  there- 
fore, its  credit)  is  to  be  fixed  by  that  very  valuation  should  be  made 
to  depend  on  what  the  market  thinks  the  valuation  is  likely  to  be.  I 
do  not  agree  with  what  seems  to  be  Mr.  McPherson's  suggestion  that 
the  value  of  a  railroad  company  is  reflected  in  the  market  value  of  its 
stocks  and  bonds.  A  critic  of  the  railways  recently  asserted  that  the 
market  value  of  railway  securities  today  is  nearly  seven  billion  dollars 
less  than  the  tentative  valuation  of  railway  property  made  by  the 
Interstate  Coomierce  Conmiission  last  year.     Assuming  this  assertion 
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to  be  correct^  can  it  be  argaed  that  the  net  income  of  the  railways 
should  be  correspondingly  reduced  by  the  Commission^  through  a 
drastic  redaction  in  rates?  If  that  were  actually  done^  the  market 
value  of  railway  securities  would  unquestionably  drop  still  lower  than 
it  is  today,  and  by  a  series  of  successive  reductions,  first  in  market 
value,  then  in  net  income,  we  should  arrive  at  an  impossible  and  absurd 
situation.  The  truth  is,  it  seems  to  me,  that  the  application  of  economic 
principles  to  a  regulated,  as  contrasted  with  an  unregulated,  industry 
requires  that  a  different  method  of  valuation  be  utilised.  Why  there 
is  a  difference  is  indicated  in  a  question  put  by  the  Chairman  of  the 
Senate  Committee  on  Interstate  Commerce  to  a  witness  in  a  recent 
hearing.  The  question  was  this:  "Do  you  regard  the  market  value 
of  public  utility  securities,  where  the  government  has  and  exercises 
the  right  to  determine  the  revenue,  and  the  right  to  determine  from 
40  to  50  per  cent  or  more  of  the  expenses,  a  fair  criterion  of  the  value 
of  the  property?"  This  question,  of  course,  answers  itself  in  the 
negative. 

In  my  opinion,  among  the  principal  things  to  do  in  valuing  a  public 
utility  for  rate-making  purposes  should  be,  first,  to  ascertain  its 
amiual  needs  in  the  way  of  net  income  for  fixed  charges,  reserves, 
dividends,  and  surplus;  and  second,  to  fix  rates  so  as  to  produce  such 
a  net  income.  In  this  way,  rates  will  come  to  be  adjusted  to  the  needs 
of  the  railway  company,  just  as  Mr.  McPherson  has  suggested,  and 
properly,  that  they  be  adjusted  to  the  economic  needs  of  industry  in 
general. 

Mr.  Hines  has  in  the  clearest  and  most  convincing  fashion  outlined 
the  difficulties  underlying  the  railway  operation  during  the  past  four 
years,  and  the  extent  to  which  abnormal — that  is,  uneconomic — condi- 
tions have  crept  in  to  interfere  with  an  orderly  approach  to  a  solution 
of  the  many  problems  involved.  He  might  have  added  that  the  year 
1922  will  also  have  its  very  serious  problems,  for  as  we  approach  the 
new  year  there  is  an  unusual  degree  of  uncertainty  as  to  three  import- 
ant factors  which  are  always  uncertain.  These  factors  are  the  level 
of  traffic,  the  level  of  rates,  and  the  level  of  wages.  The  matters  of 
rates  and  wages  are  even  now  under  consideration  by  the  administra- 
tive bodies  that  are  respectively  responsible  for  them,  but  the  level 
of  traffic  is  a  matter  as  yet  in  the  lap  of  the  gods.  That  there  will 
be  an  improvement  in  1922,  however,  I  firmly  believe,  and  a  turn  for 
the  better  in  that  respect  will  go  far  toward  assisting  a  solution  as  to 
rates  and  wages. 

In  fact,  given  a  set  of  basic  economic  principles  to  go  on,  the  rail- 
way industry  will  in  the  long  run  adjust  itself,  and  wiU  become  what 
its  function  in  the  economic  organism  calls  for — ^the  efficient  handmaid 
of  industry.     While  Mr.  Hines  was  fully  justified  in  emphasising  the 
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difficulties  of  the  past  and  the  present,  and  in  pointing  ont  the  prob- 
lems yet  be  to  solved,  I  feel  sure  he  will  agree  with  me  that  neither 
are  these  problems  new  nor  have  they  been  overlooked  by  railway 
students.  I  feel  also  sure  that  both  he  and  Mr.  MePherson  will  agree 
that  the  Transportation  Act  of  1920,  with  all  its  compromise  features 
and  all  its  other  faults  and  imperfections,  was  a  distinct  step  forward 
toward  an  orderly  solution  of  the  railway  problem,  and  that,  so  far 
as  it  does  apply  economic  principles  to  a  situation  that  badly  needed 
them,  the  act  has  already  proved  itself  a  constructive  piece  of  legisla- 
tion. 


THE  PRESENT  STATUS  OF  WORKMEN'S  COMPENSA- 
TION IN  THE  UNITED  STATES 
By  E.  H.  Downey 
Harrisburg,  Pennsylvania 

The  principle  that  the  pecuniary  loss  incident  to  bodily  injuries 
sustained  in  the  course  of  employment  should  be  borne  by  the 
industry,  which  is  to  say  by  the  community  at  large — ^this  prin- 
ciple is  now  so  universally  accepted  that  ^Ho  assert  the  contrary 
is  to  set  the  face  against  the  enlightened  opinion  of  mankind." 
The  responsibility  of  industry  for  work  injuries  is  asserted  in 
the  statute  law  of  all  industrial  nations.  The  merits  of  this  jurid- 
ical doctrine  are  no  longer  a  subject  of  dispute.  Present-day 
debate  turns  only  upon  the  scope  and  scale  of  industrial  respon- 
sibility and  upon  administrative  details. 

But  it  is  one  thing  to  assert  a  legal  principle,  another  to  give 
it  practical  effect.  The  present  status  of  Workmen's  Compensa- 
tion in  the  United  States  is  to  be  ascertained,  not  by  a  count  of 
statutes,  but  by  a  comparison  of  the  benefits  provided  with  the 
pecuniary  losses  which  those  benefits  purport  to  cover.  A  useful 
review  of  American  compensation  laws  at  the  present  day  will 
deal  primarily  with  the  question  of  adequacy,  of  consonance  with 
the  principle  which  these  laws  profess  to  embody. 

Territorially  the  American  compensation  system  is  nearly  uni- 
versal. Only  the  District  of  Columbia  and  six  southern  states* 
still  maintain  the  common  law  of  unhallowed  memory.  In- 
dustrially the  system  is  less  comprehensive.  Most  of  the  states 
exclude  agriculture  and  domestic  service,  many  exempt  establish- 
ments which  regularly  employ  fewer  than  four,  five,  or  even  ten 
persons ;  some  few  exclude  a  particular  extra-hazardous  industry, 
such  as  mining  or  logging.  Railway  and  marine  workers  engaged 
in  interstate  or  foreign  commerce  are,  in  the  absence  of  congres- 
sional legislation,  excluded  as  being  without  the  jurisdiction  of 
the  several  states.  Simmiing  up  all  these  exclusions  it  is  perhaps 
within  the  mark  to  say  that  the  American  compensation  system 
covers  from  two-thirds  to  three-fourths  of  the  total  number  of 
wage  workers.'  Even  within  these  territorial  and  industrial  limits 
the  laws  are  further  restricted  by  the  very  general  exclusion  of 

'Missoari  is  the  only  state  of  much  industrial  importance  without  a  com- 
pensation act.  The  others  are  Arkansas,  Florida,  Mississippi,  North  Carolina, 
and  South  Carolina. 

KMy  a  very  laborious  calculation  from  the  census  data  for  each  state 
would  give  an  approximate  estimate  of  the  actual  proportion  of  wage  workers 
embraced  by  the  several  compensation  laws. 
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occupational  diseases.  In  respect  to  scope,  then,  much  new  legis- 
lation is  needed  to  extend  the  principle  of  compensation  to  all 
work  injuries. 

With  respect  to  scale  of  benefits  the  showing  is  much  less  satis- 
factory. The  primary  purposes  of  a  compensation  act  are 
three:  to  encourage  the  prevention  of  work  injuries  as  much  as 
possible  by  affording  a  direct  incentive  to  such  prevention,  to 
restore  the  earning  capacity  of  those  injured  workmen  who  are 
capable  of  rehabilitation ;  and  to  shift  the  pecuniary  cost  of  work 
injuries  from  the  immediate  victims  and  their  dependents  to  the 
community  at  large.  Economic  relief  to  the  sufferers  is  not  mere- 
ly the  most  urgent  of  these  objects,  but  is  the  key  to  both  the 
others.  Adequate  compensation  for  fatal  and  permanent  injuries 
will  do  more  than  all  other  legislation  to  promote  industrial  safe- 
ty and  to  encourage  genuine  rehabilitation.  Yet  it  is  precisely 
in  respect  to  these  serious  injuries  that  American  compensation 
acts  are  most  deficient. 

Pensions  to  dependents  in  case  of  death  are  usually  a  small 
fraction  of  the  breadwinner's  earnings — from  10  to  60  per  cent' 
— ^payable  for  a  limited  term.  In  many  states  the  total  death 
benefit  is  $3000  or  $4000,  payable  in  weekly  installments  over  a 
period  of  six,  eight,  or  ten  years,  and  is  the  same  to  a  childless 
widow  as  to  a  larger  family.  In  other  states  the  widow  receives 
a  small  pension — ^$6  to  $10  weekly — and  has  an  additional  allow- 
ance for  each  child  under  a  specified  age.  Five  states  continue 
the  widow's  pension  during  widowhood,  in  other  states  her  allow- 
ance terminates  in  the  sixth,  eighth,  or  tenth  year,  irrespective  of 
age  or  earning  capacity.  By  a  singular  perversion  of  common 
sense,  the  allowance  to  an  orphaned  child  is  everywhere  less  than 
the  pension  to  an  able-bodied  widow.  Payments  to  or  on  account 
of  a  child  cease  at  the  age  of  sixteen  in  many  states,  at  eighteen 
in  the  most  progressive  jurisdictions,  and  at  fourteen  in  some  of 
the  former  slave-holding  states.  In  still  other  states — a  major- 
ity of  all  indeed — ^payments  cease  at  the  end  of  a  fixed  term, 
irrespective  of  the  number,  ages,  or  economic  status  of  the  chil- 
dren. In  no  state  is  the  rate  or  the  total  amount  of  compensation 
at  all  sufficient  either  to  replace  the  lost  earnings  of  the  deceased 
breadwinner  or  to  provide  reasonable  maintenance  and  education 
for  the  widow  and  children. 

This  statement  refers   to  the  aetwU,  which  is  invariably  less   than   the 
nominal,  percentage  of  wages. 
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For  total  disability  the  compensation  is  nominally  60,  60,  66, 
or  66  ^  per  cent  of  wages/  The  actual  percentage  of  wage  is, 
however,  very  much  less  than  the  statutes  seem  to  promise,  for  the 
weekly  payments  are  everywhere  subject  to  fixed  maxima:  $12, 
$15,  or  $20/  In  Pennsylvania,  e.  g.,  where  the  nominal  rate  is  60 
per  cent  of  earnings,  the  actual  rate  is  from  25  per  cent  in  high- 
paid  to  60  per  cent  in  low-paid  occupations,  the  general  average 
in  1920  being  40  per  cent  of  weekly  earnings.  The  proportion  of 
compensation  to  wage  loss  is  still  less  than  the  ratio  of  weekly 
compensation  to  weekly  wage.  The  *Svaiting  period"  seriously 
reduces  the  compensation  for  temporary  disability  while  time 
limits  have  a  yet  more  serious  effect  in  the  case  of  permanent 
disability.  The  waiting  period,  during  which  no  compensation 
is  payable,  is  most  often  one  week,*  in  a  number  of  states  ten  days 
or  two  weeks,  in  a  few  jurisdictions  less  than  one  week.  Under 
a  two  week  waiting  period  with  a  maximum  of  $16  weekly,  a  skill- 
ed workman  receives  a  total  compensation  of  $30  for  a  month's 
disability  against  a  wage  loss  of  at  least  $160.  Upon  an  average 
of  aU  temporary  disabilities  under  the  Pennsylvania  Law,  e.  g., 
compensation  does  not  exceed  26  per  cent  of  wage  loss.*  Even 
this  low  ratio  takes  no  account  of  disabilities  of  less  than  ten  days' 
duration. 

Compensation  for  permanent  disability  is  subject  to  the  limits 
already  mentioned  as  to  weekly  rate,  and  usually  also  to  a  still 
less  justifiable  limit  in  point  of  time.  Only  twelve  states'  provide 
life  pensions  even  for  permanent  total  disability.  In  most  states 
the  utterly  helpless  victim  of  a  work  injury  who  has  the  mis- 
fortune to  survive  for  ten  years  is  then  relegated  to  the  almshouse. 
Still  more  curious  are  the  schedules  of  specific  indemnity  for 
enumerated  permanent  injuries — ^schedules  expressed,  not  in  per- 
centages of  wages  or  of  earning  capacity,  but  in  weeks  of  compen- 
sation.    Our  legislatures  have  solemnly  enacted,  if  not  precisely 

«It  is  ee  2-8%  in  all  states,  65%  in  5  states,  60%  In  10  states,  60%  In  16 
states. 

Ten  dollars  in  8  states,  $11  in  one,  $12  in  12,  $12  to  $16  in  12,  $20  or 
more  in  6. 

H)ne  week  in  26  states,  ten  days  in  7,  two  weeks  in  8,  less  than  one  week  in  8. 

'See  8tati»tieal  AnalytU  issued  by  the  Pennsylvania  Compensation  Ratinff 
Barean  (annual).  Other  statements  as  to  Pennsylvania  experience  are  based 
on  unpublished  records  and  upon  the  writer's  personal  knowledge. 

"California,  Colorado,  Montana,  Nebraska,  Nevada,  New  York,  North  Da- 
kota, Ohio,  Oregon,  Utah,  Washington  and  West  Virginia.  Wisconsin  has  a 
variable  period  depending  upon  the  age  of  the  injured.  It  is  noteworthy  that 
only  two  industrially  important  states  provide  life  pensions. 
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that  a  lost  hand  shall  grow  again  in  160  weeks,  at  least  that 
compensation  therefor  shall  terminate  at  the  end  of  that  time. 
Such  provisos  disregard  the  essential  feature  of  Workmen's  Com- 
pensation: that  there  shall  be  a  direct  relationship  between  indem- 
nity and  wage  loss. 

Still  less  excusable  is  the  well-nigh  universal  failure  to  provide 
adequate  medical,  surgical,  and  hospital  care,  to  say  nothing  of 
such  re-training  as  might  benefit  the  crippled  worker.  On  every 
social  ground  it  is  highly  expedient  that  those  who  are  incapac- 
itated by  accident  or  disease  should  be  restored  as  speedily  and 
completely  as  may  be  to  industrial  usefulness.  Yet  most  states 
require  medical  care  only  for  thirty,  sixty,  or  ninety  days  after 
the  injury,  and  only  within  a  low  monetary  limit — $100  or  $200. 
Whatsoever  is  more  than  this  cometh  of  charity,  or  from  the 
shrewd  calculation  that  it  may  be  cheaper  to  operate  than  to  pay 
compensation  for  a  permanent  disability.  Even  this  last  incentive 
is  less  effective  thau  it  ought  to  be,  because  of  the  limited  com- 
pensation for  permanent  injuries.  Little  wonder  that  no  system- 
atic effort  has  anywhere  been  made  to  rehabilitate  industrial 
cripples.     Employers  have  no  incentive  so  to  do. 

Taken  on  the  whole,  compensation  in  the  Uinted  States  probably 
does  not  exceed  one-fourth  of  the  pecuniary  cost  of  those  injuries 
which  the  compensation  laws  profess  to  cover.  Having  regard  to 
the  excluded  classes  of  wage  workers  and  the  excluded  categories 
of  injury,  it  is  well  within  the  facts  to  say  that  four-fifths  of  the 
direct  economic  loss  incident  to  work  injuries  still  falls  upon  the 
individual  victims  and  their  families.  We  have  given  much  lip 
service  to  the  principle  of  industrial  responsibility  but  our  prac- 
tice has  fallen  far  short  of  our  professions. 

By  the  same  token,  prevention  is  much  short  of  what  would  be 
attained  under  an  adequate  scale  of  benefits.  In  Pennsylvania 
alone  there  have  been  sixteen  thousand  deaths  and  more  than  one 
million  disabling  injuries  by  industrial  accident  within  the  space 
of  six  years.  That  a  vast  number  of  these  accidents  were  pre- 
ventable is  known  to  every  engineer.  But  effective  safety  engineer- 
ing costs  much  money.  Coal  mine  entries  must  be  widened,  elec- 
tric voltages  reduced,  mine  cars  equipped  with  brakes,  road  bed 
and  rolling  stock  improved,  more  and  better  timber  set,  more 
inspections  made,  stricter  discipline  enforced.  To  reduce  the 
fatality  rate  from  three  to  two  per  million  tons  of  coal  is  perfectly 
feasible,  but  when  the  saving  represents  only  one-quarter  cent 
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per  ton  it  does  not  pay.  If  the  average  cost  per  death  were  raised 
from  $2500  to  $10,000  much  would  become  practical  which  is  now 
deemed  visionary. 

Something  less  than  full  compensation  for  temporary  injuries 
is  justified  on  social  grounds.  Human  nature  being  what  it  is, 
much  malin^ring  would  doubtless  result  from  any  attempt  to  pay 
full  wages  during  disability.  Probably  two-thirds  of  actual  wage- 
loss — ^the  nominal  percentage  specified  in  many  compensation  acts 
— IB  not  unreasonable.  So,  too,  a  moderate  waiting  period  is 
justifiable  on  grounds  of  administrative  cost.  But  there  is  no 
economic  justification  for  a  maximum  rate  or  a  maximum  amount 
less  than  two-thirds  of  actual  wage-loss,  nor  for  a  waiting  period 
of  more  than  one  week,  nor  for  the  exclusion  of  occupational 
disease.  Still  less  is  there  any  warrant  in  economics  or  equity 
for  cutting  off  compensation  before  disability  has  ceased  or  de- 
pendency terminated.  Least  of  all  can  the  community  afford  to 
deny  full  therapeutic  aid  to  the  victims  of  industrial  injury. 

The  excuse  advanced  for  a  scale  of  benefits  confessedly  inade^ 
quate — that  industry  cannot  bear  the  burden — ^is  founded  on 
misapprehension.  Compensation  equal  to  two-thirds  of  total 
wage-loss  plus  full  therapeutic  care  for  all  industrial  injuries 
would  certainly  not  cost  more  than  ten  cents  the  ton  of  bituminous 
coal  nor  add  more  than  one  cent  to  the  cost  of  a  ten  dollar  pair 
of  shoes.  For  most  manufactured  commodities  full  compensation 
would  not  exceed  one-half  of  one  per  cent  of  manufacturer's  price. 
Even  in  building  construction  the  most  liberal  scale  of  benefits 
ever  proposed  would  scarcely  equal  two  per  cent  of  contractor's 
price— certainly  much  less  than  the  architect's  fees.  If  adequate 
compensation  would  be  a  burden  scarcely  felt  by  consumers,  still 
less  would  it  place  employers  at  a  competitive  disadvantage.  Other 
items  of  entrepreneur's  costs  bulk  so  much  larger  and  are  so 
extremely  variable  that  it  may  be  doubted  whether  the  cost  of 
compensating  work  injuries  ever  influenced  the  location  of  a 
business  entc"*Drise  or  the  decision  of  an  entrepreneur  to  expand 
or  restrict  the  scale  of  his  operations.  The  meagre  and  widely 
varying  benefits  provided  by  American  compensation  laws  are 
traceable  to  a  very  different  consideration:  the  relative  pull 
exercised  by  organized  labor,  disinterested  reformers,  and  em- 
ployers' associations. 

For  the  administration  of  their  Workmen's  Compensation  Acts 
most  states  have  created  special  boards  or  commissions  charged 
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with  the  supervision  of  claim  settlements,  the  adjudication  of  dis- 
puted claims,  and  the  duty  of  seeing  to  it  that  employers  provide 
insurance  or  other  security  for  the  payment  of  future  install- 
ments of  compensation  when  and  as  accrued.  In  comparison  with 
our  law  courts  these  commissions  are  models  of  promptness  and 
efficiency.  The  number  of  disputed  claims  is  small,  appeals  are 
few,  and  the  statutes,  on  the  whole,  are  liberally  construed.  Prob- 
ably no  branch  of  administration  in  this  country-  is  better  con- 
ducted. 

There  remain,  however,  grave  shortcomings.  The  commission- 
ers are  political  appointees,  frequently  changed,  drawn  in  large 
part  from  the  lower  grades  of  practising  attorneys  and  imbued 
with  an  incurable  predilection  for  common-law  procedure.  The 
technical  and  clerical  staffs  are  commonly  also  political  and  always 
inadequate.  '  The  result  is  great  laxity  in  the  supervision  of 
settlements  by  agreement,  with  much  needless  technicality  and 
avoidable  delay  in  adjudication.  There  are  no  statistics  of  claim 
settlement,  but  such  test  studies  as  have  been  made  serve  to  show 
that  first  payments  in  fatal  cases  are  unreasonably  delayed  and 
that,  in  case  of  temporary  disability,  the  victim  commonly  re- 
ceives nothing  at  all  until  his  disability  has  ceased  and  the  most 
urgent  need  has  passed.*  Private  insurance  companies,  state  in- 
surance funds,  and  non-insured  employers  appear  to  be  equally 
and  all  but  universally  remiss  in  this  respect.  The  point  deserves 
strong  emphasis,  for  to  give  relief  when  relief  is  needed  is  the  very 
essence  of  the  compensation  scheme. 

Short  changing — ^the  settlement  of  claims  for  less  than  the 
statute  provides — ^is  especially  prevalent  in  those  states  which 
have  retained  court  administration.  Under  commission  adminis- 
tration there  are  few  such  complaints  except  in  respect  to  those 
cases  of  permanent  disability  not  covered  by  specific  indemnity 
schedules.  Compensation  for  indubitable  permanent  total  disa- 
bility may,  in  most  states,  be  suspended  for  weeks  or  months  on 
the  mere  allegation  of  the  employer  or  insurance  carrier  that  the 
claimant  is  able  to  do  ^^light  work,"  and  the  hapless  victim  is  then 
put  to  the  trouble,  delay,  and  expense  of  proving  that  he  is  still 
disabled.     In  cases  of  partial  disability,  many  commissions  hold 

*Some  very  illuminating  test  studies  have  been  made  by  tbe  Industrial 
Accident  Board  of  Illinois  and  by  the  Compensation  Bureau  of  Pennsylvania. 
See  also  Carl  Hookstadt  in  (U.  S.)  Monthly  Labor  Rwitm,  November,  1920. 

The  average  interval  between  accident  and  Arst  payment  exceeds  the 
average  duration  of  disability,  alike  in  Illinois,  Ohio,  and  Pennsylvania. 
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the  curious  view  that  the  claimant  must  procure  employment  and 
establish  a  difference  between  his  present  and  former  wage  rate 
before  compensation  can  be  fixed.  If  employment  is  slack  no 
lose  of  earnings  can  be  proved  and  no  compensation  is  paid.  If 
the  handicapped  worker  finds  employment,  it  is  usually  casual 
and  at  varying  rates  of  pay.  His  compensation,  consequently, 
varies  from  job  to  job  and  may  range  in  a  single  year  from  fifty 
cents  to  twelve  dollars  a  week,  with  frequent  suspensions.'*  Such 
anomalies  are  due  in  part  to  faulty  procedure,  to  over-insistence 
upon  the  technicalities  of  legal  "proof,"  and  to  a  too-restricted 
definition  of  "loss  of  earnings"  in  the  statutes.  Still  more  serious 
is  the  lack  of  adequate  facilities  for  impartial,  first-hand  investi- 
gation. The  doctrine  of  self-help  still  has  a  strong  hold  upon 
legislatures  and  administrators.  The  commissions  do  not  go  out 
to  find  the  facts :  they  wait  for  the  claimant  to  present  a  petition 
and  produce  evidence.  All  of  which  means  that  the  claimant 
must  hire  an  attorney  and  procure  medical  testimony  at  his  own 
charges. 

After  the  award  is  rendered,  little  effort  is  made  to  see  that 
its  terms  are  carried  out.  Compensation  pajrments  for  death  and 
permanent  disability  run  over  long  terms,  even  to  life  pensions. 
Pajrments  during  a  given  year  on  account  of  current  injuries  are 
but  a  fraction  of  the  ultimate  payments  and  this  fraction  is  the 
smaller  in  proportion  as  the  scale  of  benefits  approaches  adequacy. 
Yet,  in  most  states,  any  employer — corporation,  individual,  or 
copartnership— -who  can  make  a  fair  showing  of  paper  assets 
is  lightly  permitted  to  assume  these  long-continiiing  obligations. 
Insurance  companies  are  somewhat  better  supervised  but  the 
standard  of  solvency  is  low,  compensation  reserves  are  not  segre- 
gated from  other  liabilities,  and  the  false  etiquette  of  interstate 
comity  hampers  the  few  insurance  departments  which  might  other- 
wise enforce  a  Iiigher  standard. 

The  paucity  of  statistical  records  is  perhaps  a  small  matter 
in  comparison  with  prompt  and  full  payment  of  claims  or  the 
ultimate  security  of  future  installments,  yet  intelligible  statistics 
would  go  far  to  correct  the  evils  of  lax  administration  and  inade- 
quate benefits  by  sheer  education  of  public  opinion.  Statistics 
also  are  indispensable  to  effective  accident  prevention  and  to  the 

"Again  there  Is  no  statistical  record  and  the  statements  in  the  text  are 
based  upon  personal  observation  in  several  states.  See,  however,  the  Comior 
Reports  to  uie  Governor  of  New  York,  1919. 
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best  results  in  the  rehabilitation  of  injured  workmen.  The  pri- 
mary requirements  are  well  known:  a  clear  presentation  of  work 
injuries  by  industry,  occupation,  cause,  severity,  wage  loss  and 
compensation  cost,  and  analyses  of  claim  settlements  with  respect 
to  promptness,  cost  of  litigation,  grounds  upon  which  compensa- 
tion was  refused  or  suspended,  measures  taken  to  counteract  the 
inevitable  efforts  of  employers  and  insurance  carriers  to  evade 
their  statutory  obligations.  Standard  schemes  of  classification 
and  tabulation  designed  to  present  these  and  kindered  facts  have 
been  prepared  galore."  Therein,  however,  a  deal  of  pains  has 
gone  for  naught.  Most  of  the  administrative  boards  do  publish 
some  sort  of  annual  or  biennial  report  but  no  two  are  on  the  same 
basis,  few,  if  any,  give  a  satisfactory  analysis  either  of  work  in- 
juries or  of  claim  settlement,  and  no  one  has  attempted  to  digest 
and  correlate  the  reports  of  the  several  states.  It  is  impossible  at 
this  late  date  to  obtain  any  accurate  estimate  of  the  annual  num- 
ber of  fatal  accidents  in  American  industries  or  to  make  more  than 
a  rough  conjecture  as  to  the  number  and  severity  distribution  of 
non-fatal  work  injuries.  Any  attempt  to  compare  accident 
severity  rates  of  different  industries,  different  states,  or  different 
years  is  altogether  futile.  The  most  disheartening  feature  of  the 
case  is  the  total  want  of  intelligent  interest  in  such  information. 

If  this  survey  of  Workmen's  Compensation  in  the  United  States 
is  mainly  a  recital  of  shortcomings,  the  reason  is  that  attention 
to  defects  conduces  to  improvement  more  than  a  song  of  praise. 
Ours  was  the  last  of  the  industrial  nations  to  attack  the  problem 
of  work  injuries.  A  decade  since,  the  immediate  desideratum  was 
to  obtain  some  relief  from  the  iniquities  of  the  common  law.  To- 
day the  problem  is  to  broaden  the  scope  of  our  compensation  acts, 
increase  the  benefits,  and  improve  the  administration.  To  one  who 
has  been  associated  with  compensation  as  student  or  administrator 
for  more  than  a  dozen  years,  the  progress  already  made  augurs 
well  for  the  future.  Benefits  are  still  miserably  inadequate  but 
they  are  being  slowly  increased  by  successive  amendments  to  exist- 
ing laws.  Even  in  administration  there  is  some  evidence  of  im- 
provement, at  least  in  the  more  progressive  states.  A  decade 
hence,  we  may  reasonably  hope,  American  industry  will  bear,  if 
not  the  whole,  at  least  the  major  part  of  the  pecuniary  cost  of 
work  injuries. 

"See  successive  reports  of  the  Committee  on  Statistics  of  the  International 
Association  of  Industrial  Accident  Boards  and  Commissions. 
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Bt  Chakles  H.  Yj&jlrtll 
United  States  Employees*  Compensation  Commission 

The  subject  of  accidents  to  workers  in  the  industries  of  the 
United  States  is  one  involving  many  interests  other  than  those  of 
the  employer  and  the  employee,  and  possessing  an  economic  im- 
portance which  would  scarcely  be  realized  by  those  who  have  not 
given  the  matter  special  attention. 

Upon  a  conservative  estimate  the  economic  or  wage  loss  to 
workers  from  the  industrial  accidents  of  a  year  is  in  excess  of 
$400,0009000,  probably  less  than  one-fourth  of  which  is  made 
good  by  compensation  benefits. 

Employers  pay  out  in  compensation  and  liability  insurance 
premiums  and  in  direct  payments  probably  in  excess  of  $150,- 
000,000  a  year.  The  economic  loss  from  labor  turnover  and 
time  lost  from  productive  labor  impose  upon  the  employer  a  huge 
loss  in  production* 

The  community,  aside  from  the  employers  and  workmen,  must 
soffer  from  the  injured  workers'  wage  loss.  With  inadequate 
compensation  and  with  savings  exhausted,  the  injured  employee 
not  infrequently  must  receive  help  from  relatives,  friends,  church, 
fraternal  organization,  or  charity.  The  loss  in  purchasing  power 
is  also  an  important  item. 

Statistics  of  accidents  and  compensation  should  be  so  organ- 
ized as  to  assist  every  interest  concerned  in  this  great  problem. 
The  enormous  waste  of  these  accidents  must  be  reduced  so  far  as 
humanly  possible. 

The  hazards  of  dangerous  machinery,  dangerous  operations, 
unsafe  practices,  dangerous  places  of  work,  and  injurious  ma- 
terials must  be  disclosed  so  that  they  may  be  eliminated  or  the 
hazard  diminished. 

The  happy  mean  of  compensation  benefits  must  be  found  which 
will  come  as  near  as  possible  to  assuming  the  burden  actually  due 
to  industrial  accidents  without  encouraging  the  unnecessary  pro- 
longing of  reliance  upon  compensation  benefits.  Disabilities  must 
be  studied  in  relation  to  the  adequacy  of  medical  service,  and 
serious  permanent  disabilities  with  special  reference  to  actual 
economic  consequences,  concerning  which  we  know  little. 
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Common  sense  suggests  that  these  objects  can  be  attained  only 
by  the  analysis  and  study  of  accident  and  compensation  experi- 
ence to  ascertain  among  other  things — 

1.  Where,  how,  and  why  accidents  occur. 

2.  Why  so  many  accidents  result  in  permanent  disability  or 
in  long  continued  temporary  disability. 

3.  The  adequacy  of  present  laws  as  shown  by  wage  loss  and 
compensation  payments. 

4.  Efficiency  of  administrative  organization  and  practice. 

5.  Cost  of  compensation  benefits  for  the  determination  of 
proper  insurance  premium  rates. 

When,  in  September,  1908,  the  United  States  Bureau  of  Labor 
Statistics  published  an  estimate  of  industrial  accidents  in  the 
United  States  by  Frederic  L.  Hoffman^  it  was  found  necessary  to 
say  that  there  were  no  statistics  of  value  from  which  a  reasonably 
accurate  approximation  could  be  made.  Apparently  the  best 
method  possible  was  to  estimate  the  deaths  due  to  accidental 
causes  among  occupied  males  15  years  of  age  and  over  upon  such 
Census  data  as  were  available,  and  to  assume  that  60  per  cent  of 
such  casualties  were  due  to  causes  arising  out  of  the  occupation 
of  the  injured.  This  crude  method  led  to  the  conclusion  that  the 
number  of  fatal  occupational  accidents  at  that  time  was  between 
15,000  and  17,600  per  annum. 

When  again,  in  1916,  a  second  attempt  was  made  to  estimate 
the  number  of  occupational  accidents  in^  the  United  States  by  Mr. 
Hoffman  with  the  cooperation  of  the  Bureau  of  Labor  Statistics,' 
it  was  found  to  be  still  true  that  the  available  accident  data  were 
entirely  inadequate  for  any  really  satisfactory  estimate.  An 
entirely  different  basis  was  used  for  the  estimate  published  in 
1916.  At  this  time,  use  was  made  of  available  statistics  in  certain 
industries,  including  some  especially  valuable  studies,  which  ena- 
bled one  to  approximate  the  fatal  accident  rate  prevailing  in  a 
number  of  the  more  important  industrial  groups.  For  other 
industrial  groups,  it  was  necessary  to  assume  a  fatal  accident  rate 
based  on  a  knowledge  of  rates  in  similar  industries  in  foreign 
countries,  fragmentary  information  of  conditions  in  this  country, 
and  to  assume  the  probable  rate  prevailing  here.     With  this  crude 

^Bulletin  of  the  United  States  Bureau  of  Labor,  No,  78,  September,  1908. 
'BuUetin  of  the  United  States  Bureau  of  Labor  Statietiee,  No.  157,  March, 
1915. 
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method,  and  with  the  information  as  to  the  number  of  employees 
as  reported  by  the  Census,  it  was  estimated  that  the  approximate 
number  of  fatal  industrial  accidents  among  American  wage  earn- 
ers  for  the  year  1913  was  25,000.  Upon  the  basis  of  the  relation 
of  non-fatal  to  fatal  accidents  as  indicated  by  the  experience  of 
Austria,  where  the  available  statistics  were  unusually  complete,  it 
was  estimated  that  disabilities  of  more  than  four  weeks  duration 
numbered  approximately  700,000. 

The  past  fifteen  years  has  been  a  period  of  continuous  work,  by 
both  private  and  public  agencies,  for  accident  prevention.  Not- 
able have  been  the  activities  of  the  National  Safety  Council  and 
many  of  its  individual  members,  the  Interstate  Commerce  Com- 
mission, the  Bureau  of  Mines,  the  Factory  Inspection  Depart- 
ments and  the  Compensation  Commissions  of  a  few  of  the  states. 
That  this  movement  has  had  a  marked  effect  in  reducing  acci- 
dents, there  can  be  no  doubt,  but  just  what  effect  it  has  had  upon 
the  country  as  a  whole  cannot  be  measured  by  any  data  avail- 
able. One  would  not  be  justified,  upon  any  information  at  hand, 
in  estimating  the  number  of  deaths  from  industrial  accidents  at 
the  present  time  at  less  than  20,000  a  year.  Even  such  an 
estimate  must  be  considered  very  conservative.  Accepting  the 
figures  of  the  American  Accident  Table,'  this  number  of  fatal 
accidents  indicates  no  less  than  2,S00,000  temporary  lost  time 
industrial  accidents  in  a  year,  with  time  losses  aggregating  over 
37,710^000  working  days.  The  permanent  total  disabilities,  on 
the  basis  of  this  same  table,  number  1,627,  and  the  permanent 
partial  disabilities  100,000,  of  which  72,000  are  on  account  of 
disniCTaberment  or  total  loss  of  use  of  some  member,  and  28,000 
are  due  to  other  causes. 

Some  rough  measure  of  the  economic  loss  to  injured  wage 
earners  resulting  from  this  number  of  industrial  accidents  yearly 
may  be  made  by  assuming  an  average  daily  wage  of  $2.50  a  day 
for  the  working  days  actually  lost  on  account  of  temporary  dis- 
abilities, and  for  permanent  disabilities  and  deaths  the  same  wage 
rate  during  the  periods  recommended  by  the  Committee  on  Statis- 
tics of  the  International  Association  of  Industrial  Accideint 
Boards  and  Commissions  as  reasonable  equivalents  in  working 
days  of  the  working  time  lost  on  account  of  such  disabilities 

*Proe0ed4ng9  of  ths  Casualty  Actuarial  and  Statistical  Society  of  America, 
Vol.  VII,  Part  I,  No.  15,  p.  86  ct  seq. 
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with  a  discount  of  one-third  allowed  to  express  present  values. 
An  estimate  upon  these  assumptions  shows  economic  losses  for:* 

Working  days 

lost  Wages  lost 

Temporary  disabilities                             37,710,000  $  94,276,000 

Permanent  total  disabilities                       9,762,000  16,270,000 
Dismemberment  and  total  loss  of  use 

of  member                                             66,600,000  111,000,000 

Other  permanent  partial  disabilities      12,936,000  21,560,000 

Deaths                                                     120,000,000  200,000,000 


Total  247,008,000     $448,106,000 

Whatever  differences  of  opinion  may  exist  as  to  the  reason- 
ableness of  the  valuations  placed  upon  the  permanent  disabilities 
and  deaths,  there  can  be  little  question  about  the  time  and  wage 
losses  given  for  temporary  disabilities  or  in  regard  to  the  enor- 
mous waste  due  to  industrial  accidents. 

Wherever  proposals  for  workmen's  insurance  and  compensation 
laws  have  been  given  serious  consideration,  or  wherever  such  laws 
have  been  enacted,  an  immediate  demand  has  been  made  for  statis- 
tics of  industrial  accidents  to  guide  legislators  and  experts  in 
the  framing  or  revision  of  the  laws,  administrative  authorities  in 
the  enforcement  of  the  law,  insurance  carriers  in  the  determination 
of  their  premium  rates,  and  industrial  employers  in  measures  of 
safety  and  accident  prevention. 

The  demand  for  statistics  of  industrial  accidents  and  workmen's 

compensation,  which  would  permit  comparison  of  the  experience 

of  various  states  and  countries  and  enable  each  country  to  profit 

by  the  experience  of  others  was  voiced  at  the  very  beginning  of  the 

workmen's  insurance  movement  in  Europe.     As  early  as  ISSQ,  at 

the  first  International  Congress  on  Workmen's  Accidents  and 

Insurance,  held  in  Paris,  the  need  of  some  degree  of  uniformity 

in  the  accident  and  insurance  statistics  of  the  various  countries 

was  discussed.     At  the  succeeding  international  congresses,  at 

Berne  in  1891,  and  at  Milan  in  1894,  the  question  was  the  subject 

^Estimates  of  wage  loses  due  to  accidents  have  sometimes  been  made  upon 
the  assumption  of  a  higher  average  daily  wage  and  without  discount  for 
present  value  and  have  been  defended  as  reasonable.  For  the  present  pur- 
pose it  was  preferred  to  make  an  estimate  so  conservative  that  no  question 
of  overstatement  could  possibly  be  raised.  No  attempt  has  been  made  to 
include  any  estimate  for  the  cost  of  medical  and  hospital  treatment  necessary 
on  account  of  these  accidents. 
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of  one  of  the  resolutions,  and  the  congress  at  Diisseldorf  in  1902, 
by  resolution,  instructed  its  permanent  committee  to  cooperate 
with  the  International  Institute  of  Statistics  and  the  Interna- 
tional Association  for  Labor  Legislation  in  working  out  a  plan 
for  international  statistics  of  industrial  accidents. 

At  the  meeting  of  the  International  Institute  of  Statistics  in 
London  in  February,  1905,  the  first  definite  statement  of  general 
principles  to  be  followed  in  formulating  a  plan  for  international 
statistics  was  submitted  and  adopted.  This  plan  provided  for 
the  collecting  of  statistics  of  the  number  of  injured  persons ;  the 
computation  of  the  number  of  workmen  exposed  to  risk  in  terms  of 
full  time  workmen,  that  is,  workmen  having  worked  300  days  of 
10  hours  each  in  the  year;  the  preparation  of  broad  standard 
classifications  of  industries,  causes  of  accident  and  nature  of  in- 
jury; and  statistics  of  the  number  of  widows  and  orphans  surviv- 
ing fatally  injured  workmen* 

The  task  of  working  out  a  plan  for  uniform  international  sta- 
tistics, on  the  basis  of  the  principles  approved  as  above,  was 
submitted  to  a  joint  conunittee  of  the  International  Institute  of 
Statistics  and  the  International  Congress  on  Workmen's  Acci- 
dents and  Insurance.  The  report  of  this  committee  was  submitted 
to  the  International  Institute  of  Statistics  at  its  Paris  meeting, 
July  6,  1909,  and  to  the  International  Congress  on  Workmen's 
Accidents  and  Insurance  in  Vienna,  September  21,  1909.  The 
first  attempt  to  present  a  report  of  international  statistics  on 
industrial  accidents,  under  the  plan  reconunended,  appeared  in 
the  July,  1913,  issue  of  the  Bulletin  des  Assurances  Sociales. 
This  report,  while  containing  an  enormous  amount  of  valuable 
statistical  information  in  regard  to  the  individual  countries,  is 
a  convincing  illustration  of  the  practical  difficulties  in  the  way 
of  comparison  of  the  accident  and  compensation  statistics  of  any 
two  countries.  For  the  purpose  of  comparison,  the  statistics  of 
the  committee's  report  were  no  more  valuable  than  would  be 
those  of  two  American  states  at  the  present  time. 

The  demand  for  industrial  accident  statistics  for  the  entire 
United  States,  for  any  state  as  a  whole,  or  for  any  industry  as  a 
whole,  is  a  natural  one,  but  brief  consideration  only  is  necessary 
to  convince  one  that  sudh  statistics  are  practically  impossible 
of  realization  under  compensation  laws  now  existing  or  likely  to  be 
enacted  for  some  years.     Any  statistics  which  could  be  compiled 
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from  our  existing  records  would  need  to  be  supplemented  by 
extensive  estimates  of  a  somewhat  speculative  character. 

It  may  be  stated  without  hesitation  that,  except  where  a  work- 
men's compensation  law  is  applicable,  complete  accident  reports 
cannot  be  secured  and  shoidd  not  be  expected.  Occupational 
accident  statistics  must  be  made  up  from  records  kept  in  the 
plants  where  the  accidents  occur,  and  from  reports  of  such  acci- 
dents made  to  some  designated  administrative  authority.  Such 
records  and  reports  must  be  complete,  or  practically  so,  if  they 
are  to  be  of  the  highest  value.  Experience  has  shown  that  em- 
ployees oftentimes  will  not  report  an  accident  or  the  employer 
does  not  make  a  record  of  an  accident  reported  unless  the  accident 
appears  to  be  immediately  serious  or  unless  there  is  some  financial 
motive.  This  has  been  confirmed  in  extensive  and  intensive  inves- 
tigations by  the  U.  S.  Bureau  of  Labor  Statistics  in  which  original 
records  were  studied.  Further  evidence  of  this  is  found  in  the 
failure  of  accident  reporting  laws  which  existed  before  the  enact- 
ment of  workmen's  compensation  statutes,  in  the  incompleteness 
in  the  reporting  of  short  time  accidents  causing  disability  for 
which  no  compensation  is  payable,  and  in  the  failure  of  the  occu- 
pational disease  reporting  laws.  In  all  these  cases  the  failure  of 
the  law  was  due  to  the  same  cause — ^the  lack  of  any  financial 
interest  on  the  part  of  the  injured  employee,  or  of  the  employer, 
or  of  the  physician,  to  make  reports. 

Even  in  states  where  workmen's  compensation  laws  have  been 
enacted,  many  accidents  are  not  and  will  not  be  reported  for 
very  definite  and  easily  intelligible  reasons: 

1.  Many  industries  are  not  covered  by  the  compensation  law, 
and  there  is  therefore  no  motive  for  reporting.  Some  state  laws 
cover  only  hazardous  industries,  some  only  a  selected  list  of  highly 
hazardous  industries,  others  while  perhaps  covering  the  same 
industries  require  an  election  of  the  compensation  act  on  the  part 
of  the  employer.  In  nearly  all  states,  agricultural  employments 
and  domestic  service  are  not  covered,  nor  are  casual  workers. 

2.  Many  of  the  states  provide  for  the  exclusion  from  the 
compensation  law  of  employers  with  less  than  a  specified  number 
of  workmen,  this  specified  number  being  in  five  states  as  low  as 
three,  but  in  other  states  being  four,  five,  six,  or  even  as  high  as 
ten,  eleven,  or  sixteen. 

3.  Short-time  accidents  are  not  covered  by  the  law  in  most 
of  the  states.     The  waiting  time  during  which  no  compensation 
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is  payable  varies  greatly,  being  as  low  as  three  days  in  several 
jurisdictions,  but  as  high  as  seven  days,  ten  days,  or  fourteen 
days  in  other  jurisdictions.  The  exclusion  of  these  short  time 
accidents  greatly  affects  the  number  subject  to  compensation. 
Thus,  a  seven-day  waiting  period  means  for  industries  in  general 
the  exclusion  from  compensation  of  about  45  per  cent  of  all 
accidents,  a  ten-day  period  50  per  cent,  while  a  fourteen-day 
period  means  the  exclusion  of  over  60  per  cent. 

The  result  of  all  this  is  that  even  in  those  states  where  a 
majority  of  employees  are  covered  by  the  workmen's  compensa- 
tion law,  a  large  percentage  of  the  accidents  which  occur  are  not 
under  the  law  and  are  not  reported.  In  many  of  the  compensa- 
tion states,  probably  more  than  half  the  lost  time  accidents  are 
never  reported  even  in  those  employments  which  are  subject  to 
the  compensation  law. 

It  should  not  be  understood  from  what  has  been  said  that  no 
effort  is  made  by  administrative  authorities  to  secure  reports  of 
industrial  accidents.  It  is  true  that  many  of  the  state  commis- 
sions have  no  jurisdiction  over  accident  reports  and  some  of  them 
are  strongly  of  the  opinion  that  their  activities  ought  not  to 
extend  to  jurisdiction  over  accident  reporting,  but  should  be 
limited  exclusively  to  the  adjudication  of  compensation  claims. 
On  the  other  hand,  a  considerable  number  of  the  compensation 
commissions  regard  it  as  one  of  their  most  important  duties,  and 
are  persistent  in  attempting  to  secure  reports  of  all  accidents, 
and  have  been  most  successful  in  accident  prevention  work. 

This  absence  of  accident  reporting  is  particularly  unfortunate 
in  that  it  limits  accident  prevention  work  by  withholding  knowl- 
edge of  the  location,  nature  and  extent  of  accident  hazards. 
Probably  most  employers  who  are  not  reporting  accidents  to 
their  workmen  are  doing  no  accident  prevention  work,  and  have  no 
definite  knowledge  of  the  full  extent  of  the  losses  resulting  to 
themselves  as  well  as  to  their  men  on  account  of  accidents,  a  large 
percentage  of  which  are  preventable.  But  let  us  clearly  dis- 
tinguish. The  absence  of  accident  reports  from  some  employers 
and  the  incompleteness  of  reports  from  others  are  not  reasons  for 
neglecting  to  make  the  best  practical  use  of  the  experience  avail- 
able in  cases  reported.  Good  representative  statistics  are  often- 
times an  excellent  substitute  for  complete  statistics.  The  analy- 
sis and  study  of  accident  experience  of  half,  or  even  of  a  tenth,  of 
an  industry   will  usually   show  what  is  happening  practically 


144  American  Economic  Association 

throughout  the  industry,  and  will  serve  many  of  the  purposes  of 
accident  prevention  work. 

The  serious  difficulties  in  the  way  of  making  comparisons  of 
the  industrial  accident  and  workmen's  compensation  statistics  of 
various  countries  had  made  the  subject  of  uniform  accident  re- 
porting and  standard  methods  of  tabulation  of  industrial  acci- 
dents and  compensation  one  of  serious  concern  to  the  United 
States  Bureau  of  Labor  Statistics  for  some  years  prior  to  1914. 
In  its  numerous  studies  of  accidents  and  of  workmen's  compensa- 
tion, and  especially  in  the  preparation  of  its  Twenty-fourth 
Annual  Report,  Workmen's  Insurance  and  Compensation  Sys- 
tems in  Europe,  the  Bureau  had  found  the  lack  of  uniformity  in 
compensation  law  and  administrative  organization,  and  the  ab- 
sence of  generally  accepted  definitions,  a  very  serious  obstacle  in 
the  way  of  making  much  desired  comparisons  of  the  experience 
of  the  various  countries.  For  this  reason  it  seemed  especially 
important  that  an  attempt  should  be  made  early  in  the  develop- 
ment of  the  workmen's  compensation  movement  in  the  United 
States  to  work  out  a  plan  for  uniform  accident  and  compensation 
statistics  which  it  might  be  possible  for  the  various  states  to 
adopt  and  gradually  to  put  into  operation. 

A  conference  of  officials,  representatives  of  large  employers  and 
insurance  companies,  and  others  most  interested  was  accordingly 
called  by  Commissioner  of  Labor  Statistics  Royal  Meeker,  and 
the  first  meeting  was  held  in  New  York  City  February  26,  1914. 
In  this  first  meeting,  and  in  four  others  hdd  during  1914  under 
the  same  auspices,  marked  progress  was  made,  the  subjects  dis- 
cussed being: 

1.  The  definition  of  a  reportable  accident. 

2.  The  unit  of  risk  for  computation  of  accident  rates. 
8.     The  classification  of  industries. 

4.  The  computation  of  the  rate  of  accidents. 

6.  Accident  report  forms. 

6.  Time  of  reporting  accidents. 

7.  Classification  of  accidents  according  to  consequences. 

8.  Number  of  men  exposed  to  risk. 

In  April,  1914,  at  a  meeting  held  in  Lansing,  Michigan,  The 
National  Association  of  Industrial  Accident  Boards  and  Com- 
missions was  organized  ^Ho  bring  into  closer  relation  with  one 
another  the  various  boards  and  conunissions  administering  com- 
pensation laws  in  the  United  States,  to  effect  so  far  as  possible 
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nniformity  of  legislation  and  administration  of  such  laws,  and  to 
encourage  and  give  effect  to  all  measures  looking  toward  the  pre- 
vention of  accidents  and  the  safeguarding  of  plants  and  ma- 
chinery." On  January  12,  1915,  a  special  meeting  of  this  asso- 
ciation was  held  in  Chicago  for  the  purpose  of  considering  the 
standardization  of  accident  statistics.  At  this  meeting  a  com- 
mittee on  statistics  and  compensation  insurance  cost  was  created 
and  charged  with  the  duty  of  preparing  as  expeditiously  as  pos- 
sible reports  on: 

1.  Uniform  tables  for  the  establishment  of  compensation 
costs. 

2.  Uniform  classification  of  industries. 

3.  Uniform  classification  of  causes  of  accidents. 

4.  Uniform  classification  of  nature  of  injuries. 

The  conunittee  was  directed  to  send  a  copy  of  these  reports 
to  each  member  of  the  association,  and  to  make  a  final  report  at 
the  regular  meeting  of  the  association  in  September  of  the  same 
year. 

The  instructions  given  by  the  association  to  the  conmiittee  at 
the  time  of  its  creation  show  that  the  association  little  knew  the 
difficulties  of  the  conmiittee's  task.  Since  its  organization,  the 
committee  has  held  some  twenty  meetings  and  submitted  six  re- 
ports to  the  association.  These  reports  have  been  included  in 
the  proceedings  of  the  association  as  printed  in  Bulletins  of  the 
U.  S.  Bureau  of  Labor  Statistics,  and  in  several  numbers  of  the 
Bureau's  Monthly  Labor  Review.  They  have  finally  been  brought 
together  and  published  in  full  as  Bulletin  276  of  that  Bureau. 

The  conferences  called  by  Conmiissioner  Meeker  in  1914  made 
such  progress  that  when,  in  January,  1915,  the  newly  organized 
Association  of  Industrial  Accident  Boards  and  Conmiissions  ap- 
pointed a  conunittee  on  statistics  and  compensation  insurance 
cost,  several  members  of  which  had  participated  in  all  of  the 
earlier  conferences,  the  new  conmiittee  was  able  to  take  a  flying 
start  by  adopting  nearly  all  the  conclusions  of  these  conferences. 

The  purpose  which  the  committee  has  kept  clearly  before  it 
throughout  has  been  to  work  out  standard  definitions,  classifica- 
tions, forms,  and  methods  which  will  be  practicable  in  spite  of  the 
limitations  of  the  widely  varying  state  compensation  laws,  and 
at  the  same  time  serve  the  needs  of  the  conunissions,  state  labor 
department  officials,  employers,  employees,  insurance  carriers, 
legislators,  and  the  public.     The  scope  of  the  conunittee's  work 
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has  included  standard  definitions  of  such  fundamental  terms  as 
accident,  cause  of  accident,  permanent  total  disability,  }>erma- 
nent  partial  disability ;  standard  forms  and  practice  for  accident 
reporting,  classifications  of  industries,  causes  of  accidents,  loca- 
tion and  nature  of  injury,  and  extent  of  disability;  standard 
method  of  computing  accident  frequency  rates;  formulation  of 
standard  scale  of  weights  to  express  the  severity  of  accidental 
injuries  in  terms  of  time  loss ;  standard  forms  of  tables  for  the 
presentation  of  accident  and  compensation  statistics ;  and  stand- 
ard methods  of  comparing  compensation  costs.  The  committee 
has  been  charged  also  by  the  association  with  the  duty  of  study- 
ing and  recommending  standard  uniform  schedules  for  permanent 
partial  disabilities  in  compensation  laws. 

The  committee  found  it  necessary  to  begin  with  the  elements  and 
formulate  definitions  of  given  terms  in  order  to  secure  some  degree 
of  uniformity  and  usage.  It  was  found  that  some  state  laws  at- 
tempted to  require  reports  of  all  accidents,  some  only  those  in- 
volving loss  of  time,  others  only  those  resulting  in  loss  of  time  of 
more  than  one  week,  ten  days,  or  two  weeks.  It  was  obvious  that 
statistics  based  upon  such  variable  definitions  of  the  most  element- 
ary term  could  never  be  used  to  indicate  accident  hazard,  or  rate 
of  accident  occurrence.  While  some  states  were  attempting  to 
secure  reports  of  all  lost  time  accidents,  others  were  deliberately 
neglecting  from  40  to  60  per  cent  of  them.  To  avoid  this  diffi- 
culty, the  committee  recommended  the  adoption  of  the  term  Tab- 
ulatable  Accident j  which  it  defined  as  one  resulting  in  death, 
permanent  disability,  or  loss  of  time  other  than  the  remainder  of 
the  day,  shift,  or  turn  on  which  the  injury  occurred.  To  describe 
the  accidents  subject  to  compensation  under  the  law  of  each  par- 
ticular state,  the  term  Compensable  Accident  was  adopted.  To 
cover  that  class  of  accidents  resulting  in  no  time  and  wage  loss, 
but  requiring  some  medical  expenditure,  the  term  Reportable 
'Accident  was  adopted,  inasmuch  as  it  was  recognized  that  any 
accident  which  was  the  subject  of  expenditure  should  be  reported 
to  the  administrative  authority. 

To  assist  in  securing  uniformity  in  the  forms  and  practice  of 
accident  reports,  a  standard  form  of  accident  report  was  worked 
out  by  the  committee.  This  provided  for  a  first,  and  for  sup- 
plemental and  final  reports.  The  first  report  followed  closely, 
with  slight  changes,  the  form  originated  by  the  American  Associa- 
ton  for  Labor  Legislation  in  December,  1911.     It  was  recom- 
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mended  that,  subject  to  the  requirement  of  state  laws,  all  report- 
able accidents  should  be  reported  to  the  proper  state  authority 
within  forty-eight  hours  after  occurrence.  While  the  exact  time 
within  which  an  accident  should  be  reported  is  not  especially 
important,  it  seemed  necessary  to  emphasize  promptness  of  re- 
porting as  of  very  decided  importance  in  guarding  against  failure 
to  report,  and  in  permitting  early  investigation  in  case  of  need. 

The  classification  of  industries  according  to  the  nature  of  the 
business  for  the  purpose  of  accident  statistics  was  one  of  the 
earliest  and  most  troublesome  tasks. of  the  committee,  as  well  as 
one  of  the  most  important  with  reference  to  accident  prevention 
and  insurance  premium  rates.  The  greatest  confusion  in  indus- 
trial classification  existed  and  apparently  no  American  or  foreign 
classification  could  be  found  which  seemed  to  have  any  scientific 
or  logical  basis.  Inasmuch  as  a  great  part  of  the  insurance 
under  compensation  laws  is  carried  by  the  casualty  insurance 
companies,  the  classification  used  by  them,  which  is  the  develop- 
ment of  many  years,  was  necessarily  taken  as  the  starting  point 
with  the  conunittee.  Although  the  committee  has  published  two 
revisions  of  its  original  classification,  the  result  cannot  be  con- 
sidered satisfactory  or  final.  The  tendency  has  been  toward 
simplification  by  the  omission  of  classifications  which  are  prac- 
tically duplicates  and  the  combination  of  many  other  classifi- 
cations which  represent  similar  and  approximately  equal  hazards. 
The  committee  gave  much  study,  without  success,  to  the  ques- 
tion of  whether  it  was  possible  to  devise  a  classification  of  in- 
dustries which  could  be  adopted  not  only  for  compensation  but 
also  for  purposes  of  census  and  other  industrial  statistics.  The  re- 
vised classification  of  industries  is  believed  to  be  the  best  of  its  kind 
yet  formulated.  Its  adoption  by  the  agencies  interested  in  work- 
men's compensation  would  be  an  important  step  toward  securing 
uniformity  in  industrial  accident  statistics.  The  committee's  re- 
vised classification  of  industries  includes  eight  divisions,  thirty-six 
schedules,  and  one  hundred  fifty-three  groups.  The  sub-division 
of  the  groups  into  classifications  was  made  in  the  lists  formerly 
published  by  the  conmiittee.  In  the  latest  revision,  however,  these 
classifications  have  been  omitted  because  an  entirely  satisfactory 
revision  had  not  been  worked  out. 

The  first  step  in  the  preparation  of  a  classification  of  causes 
of  accidents  was  the  adoption  of  a  standard  definition,  as  practice 
was  found  to  vary  greatly  in  the  different  jurisdictions.     The 
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whole  purpose  of  the  classification  of  accidents  by  causes  is  acci- 
dent prevention.  The  committee,  therefore,  in  its  definition  of 
cause  of  accident  adopted  the  recommendation  that  the  accident 
should  be  charged  to  that  condition  or  circumstance  the  absence 
of  which  would  have  prevented  the  accident ;  but  if  there  be  more 
than  one  such  condition  or  circumstance,  then  to  the  one  most 
easily  preventable.  The  question  of  remote  initiating  cause  or  of 
personal  responsibility  was  ignored  as  in  most  cases  impossible 
of  determination  and  after  all  often  a  matter  of  personal  judg- 
ment. The  immediate  cause  as  defined  by  the  committee  is  the 
tangible  fact  capable  of  definite  ascertainment.  To  go  further 
would  be  to  venture  into  the  field  of  speculation,  where  personal 
bias  would  too  often  determine  the  result. 

The  committee's  original  classification  of  causes  was  adopted 
in  1916,  but  was  revised  two  years  later  upon  the  experience  of 
members  of  the  committee  representing  a  considerable  number  of 
state  commissions.  The  present  classification  includes  eleven 
general  headings  and  several  hundred  sub-headings,  in  addition 
to  a  classification  of  power  work  machines  with  about  three 
hundred  sub-headings. 

The  committee's  classification  of  causes  does  not  include  the 
desirable  sub-headings  under  the  general  head  Poisonous  Sub- 
stances and  Occupational  Diseases.  This  is  due  to  the  lack  of 
experience  data  which  will  permit  the  preparation  of  the  desired 
lists. 

Classification  by  location  and  nature  of  injury  refers  to  the 
injury  sustained  at  the  time  of  the  accident,  as  distinguished  from 
the  result  or  consequences  of  the  accident.  The  location  of 
injury  classification  follows  the  common  anatomical  divisions, 
beginning  with  the  head  and  ending  with  the  feet.  Rules  of  prac- 
tice were  also  adopted  to  guard  against  a  variety  of  interpreta- 
tions. 

The  classification  of  extent  of  disability  refers  merely  to  the 
classification  into  temporary  total  or  partial  disability,  perma- 
nent total  or  partial  disability,  and  fatal,  distinction  being  made 
between  those  permanent  disabilities  which  are  dismemberments 
and  those  which  result  in  impairment  of  function. 

The  classification  of  degree  of  partial  disability  is  for  the 
purpose  of  giving  a  measure  of  the  partial  disability  where  the 
character  of  the  compensation  act  permits.  Under  some  of  the 
laws,  however,  where  the  compensation  is  based  on  loss  of  earnings. 
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no  determination  of  the  degree  of  partial  disability  is  ever  made. 

For  the  purposes  of  accident  prevention,  it  is  particularly 
important  that  there  should  be  tabulations  permitting  some  meas- 
urement of  accident  hazard,  and  for  checking  up  the  effectiveness 
of  accident  prevention  measures.  Tables  showing  the  frequency 
of  accidents  have  been  commonly  used  for  this  purpose.  Attempts 
to  compare  the  hazards  of  different  industries,  or  of  the  same 
industry  at  different  times,  have  been  somewhat  unsatisfactory 
because  of  the  lack  of  a  definite  basis  of  comparison.  Two  chief 
difficulties  present  themselves:  (1)  the  lack  of  an  accepted  rule 
as  to  what  accidents  shall  be  counted,  and  (2)  the  lack  of  a  uni- 
form and  adequate  basis  for  the  computation  of  accident  rates. 

The  adoption  of  the  standard  definitions  already  referred  to 
win  readily  remove  the  first  difficulty.  The  determination  of  a 
uniform  satisfactory  unit  of  exposure  as  the  basis  for  measuring 
the  frequency  of  accident  occurrence  presents  a  much  more  serious 
question.  The  common  method  of  compiling  accident  statistics 
was  to  express  the  frequency  rate  per  year  in  terms  of  number  of 
accidents  per  one  thousand  workers.  This  term  was  usually  un- 
derstood to  be  based  on  average  niunber  of  workmen,  which  inves- 
tigation showed  to  mean  sometimes  the  usual  or  normal  number, 
sometimes  the  average  number,  arrived  at  by  an  off-hand  guess, 
sometimes  the  average  number  based  upon  various  methods  of 
computation.  Usually  no  account  was  taken  of  the  number  of 
days  or  hours  in  the  year  during  which  the  workmen  were  actually 
exposed  to  risk  of  accident.  Of  two  plants  showing  the  same 
accident  rate  on  paper,  one  might  represent  an  exposure  of  865 
days  of  10  hours  or  365,000  hours,  the  other  240  days  of  8 
hours  each  or  192,000  hours.  With  such  a  method  of  computa- 
tion, accident  rates  were  indefinite  and  meaningless  because  of  the 
indefinite  and  variable  factors. 

The  method  recommended  by  the  joint  committee  of  the  Inter- 
national Institute  of  Statistics  and  the  International  Congress  on 
Industrial  Insurance  and  Accidents,  which  has  already  been  refer- 
red to,  provided  for  a  unit  of  exposure  in  terms  of  so-called  full 
time  workers,  that  is,  men  working  800  days  of  10  hours  each 
per  year,  or  8000  hours.  This  plan  was  familiar  to  members 
of  the  committee  from  its  use  in  German  and  Austrian  accident 
reports.  The  plan  had  also  been  used  by  the  U.  S.  Bureau  of 
Labor  Statistics  in  its  studies  of  accidents  in  the  iron  and  steel 
and  machine  building  industries,  where  the  number  of  man  hours 
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worked  per  year  had  been  ascertained  from  accurate  records  in 
each  establishment.  This  unit  of  exposure,  it  should  be  under- 
stood, is  an  arbitrary  one  and  was  not  intended  to  suggest  a  ten 
hour  day  or  a  three  hundred  day  year  as  the  actual  or  ideal  work- 
ing day  and  working  year  in  industrial  plants.  It  is  merely  a 
unit  of  measure  for  the  purpose  of  ascertaining  accident  fre- 
quency. 

This  unit  of  measure  of  the  three  hundred  day  worker  was 
recommended  for  adoption  by  the  committee  in  1916,  and  was  used 
to  a  considerable  extent  in  accident  statistics.  Some  large  indus- 
trial plants  adopted  the  method  for  use  in  tabulating  thdr  indi- 
vidual records  for  purposes  of  accident  prevention.  However,  a 
certain  amount  of  criticism  arose,  due  to  some  dissatisfaction  on 
the  part  of  both  employers  and  employees  with  this  unit  of  meas- 
ure. It  was  objected  that  the  three  thousand  hour  worker 
implied  some  judgment  regarding  the  proper  length  of  the  work- 
ing day  and  the  working  year.  It  was  pointed  out  that  the  eight 
hour  day  was  gradually  becoming  the  standard  working  day,  and 
that  a  unit  of  measure  of  twenty-four  hundred  hours  per  year 
would  more  nearly  reflect  the  working  time  in  some  industries. 
The  two  thousand  hour  year  was  also  suggested  as  more  nearly 
representative  for  a  full  time  year  in  the  coal  mining  industry. 
The  committee,  thereupon,  after  careful  consideration  of  these 
objections,  recommended  a  change  in  the  unit  of  measure  from  the 
three  thousand  hour  year  to  a  thousand  hours  of  exposure,  and 
at  its  meeting  in  December,  1919,  recommended  that  both  accident 
frequency  and  severity  rates  be  computed  on  the  basis  of  one 
thousand  hours  exposure  instead  of  three  thousand  hours  expo- 
sure, as  heretofore.  The  committee  pointed  out  that  the  thousand 
hour  exposure  was  an  acceptable  scientific  mathematical  unit  of 
measure  to  which  any  other  unit  of  exposure  was  readily  con- 
vertible. 

This  method  furnished  an  accurate  measure  of  the  frequency  of 
accident  occurence.  The  true  measure  of  the  hazard  of  the 
industry,  however,  is  not  expressed  by  the  mere  number  of  acci- 
dents per  thousand  hours'  exposure.  Entirely  different  hazards 
might  be  expressed  by  the  same  accident  frequency  rate,  since  in 
such  rates  the  most  trivial  lost  time  accident  is  given  quite  as  much 
weight  as  a  death  or  permanent  total  disability. 

Fully  96  per  cent  of  all  lost  time  accidents  leave  no  permanent 
impairment  of  earning  capacity,  and  a  great  majority  of  them 
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cause  only  a  few  days'  disability.  A  single  death  results  in  more 
economic  loss  than  several  hundred  average  temporary  disabilities. 
Furthermore,  no  fixed  relation  exists  between  the  number  of 
deaths  and  of  permanent  and  temporary  disabilities  in  various 
industries.  While  deaths  are  infrequent  in  the  textile  industries, 
and  in  many  of  the  lighter  machine  trades,  they  are  many  times 
more  frequent  among  coal  miners,  railway  trainmen,  seamen,  and 
on  construction  work.  Accident  rates  which  do  not  take  these 
differences  into  account  are  inaccurate  and  misleading. 

The  committee,  accordingly,  sought  some  method  of  reducing 
temporary  disabilities,  permanent  disabilities,  and  deaths  to  some 
common  denominator  expressive  of  economic  loss  or  industrial 
hazard.  The  time  loss  was  readily  fixed  upon  as  the  most  signifi- 
cant, stable,  and  convenient  expression.  It  was  naturally  sug- 
gested, since  the  temporary  disabilities,  which  constitute  95  per 
cent  of  all  accidents,  are  of  necessity  measured  in  the  record  and 
compensated  on  the  basis  of  days  lost.  Furthermore,  no  other 
measure  seems  readily  available.  The  physical  results  could  hard- 
ly be  reduced  to  a  common  denominator.  The  compensation  cost 
would  not  serve  the  purpose,  as  it  would  vary  greatly  from  state 
to  state,  and  change  with  amendments  to  the  law.  The  wage  loss, 
likewise,  would  vary  from  locality  to  locality  and  from  time  to 
time.  The  time  loss  is  apparently  the  only  available  unit  of 
measure  which  is  both  significant  and  stable. 

For  the  purpose  of  expressing  the  hazard  indicated  by  deaths 
and  permanent  disabilities  in  terms  of  time  loss  it  was  assimied  that 
the  injured  workman  of  average  age,  if  not  disabled,  would  have 
had  a  working  life  expectancy  equal  to  about  two-thirds  of  his 
full  life  expectancy  as  shown  by  the  American  Experience  Table. 
The  approximate  average  age  of  workmen  fatally  injured  was 
found  to  be  thirty-three  years  and  a  reasonable  time  loss  equiv- 
alent was  fixed  at  twenty  years,  or  six  thousand  working  days. 
An  equal  time  loss  was  assigned  to  permanent  total  disability, 
while  proportionate  losses  were  assigned  for  permanent  partial 
disabilities  upon  a  percentage  rating  of  degree  of  disability  ex- 
pressive of  the  judgment  of  the  committee  after  a  study  of  foreign 
and  American  disability  schedules  and  American  experience. 

The  use  of  this  table  of  time  loss  equivalents  for  weighting 
deaths  and  permanent  disabilities  to  show  accident  hazard  permits 
the  computation  of  a  single  rate  expressive  of  accident  severity 
in  terms  of  days  lost  per  one  thousand  hours'  exposure.  It  is  thus 
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relatively  easy  to  compare  accident  experience  from  year  to  year, 
from  industry  to  industry,  and  from  state  to  state.  The  method 
is  equally  suitable  for  use  in  any  establishment  with  a  sufficient 
number  of  employees  to  make  a  rate  significant  and  has  been  so 
used. 

The  scale  of  wdghting  recommended  is  intended  merely  as  a 
standard  for  comparing  severity  of  accident  injuries  and  the  acci- 
dent hazards  of  employment,  but  is  not  set  up  as  a  basis  for 
awarding  compensation. 

The  sixteen  standard  tables  and  the  standard  method  of  com- 
paring compensation  costs  recommended  by  the  committee  need 
only  be  mentioned  here.  Three  of  the  tables  recommended — ^those 
relating  to  accident  frequency  and  severity  rates,  and  that  de- 
signed to  compare  time  losses  resulting  from  the  various  causes — 
are  equally  useful  for  a  state  jurisdiction  or  for  the  individual 
employer,  and  have  been  so  used.  Some  of  the  other  tables,  while 
intended  primarily  to  assist  in  analyzing  experience  for  ascertain- 
ing costs,  determining  premium  rates,  and  other  administrative 
purposes,  are  applicable  to  individual  uses. 

The  Committee  on  Statistics  is  continuing  its  work,  for  it  is  in 
no  sense  ended.  A  solid  foundation  has  been  laid  which,  it  is 
believed,  will  stand  without  important  changes  (except  perhaps 
such  as  are  to  be  expected  in  the  classification  of  industries). 

The  usual  difficulties  between  acceptance  in  principle  and  adop- 
tion into  full  operation  will  necessarily  make  progress  in  stand- 
ardization somewhat  slow.  Commissions  are  obliged  to  take  the 
position  that  the  adjustment  and  payment  of  claims  must  take 
precedence  over  any  other  work.  In  most  states,  therefore,  ad- 
ditional appropriations  must  be  made  available  before  material 
changes  or  expansion  of  statistical  work  is  possible. 

A  considerable  number  of  commissions  have  made  a  beginning 
in  putting  the  committee's  recommendations  into  effect  and  year 
by  year  better  and  more  adequate  statistics  are  put  forth,  includ- 
ing valuable  special  studies.  The  questions  concerning  proposed 
amendments  to  the  laws  and  their  probable  effect,  with  which  com- 
missions and  legislators  are  constantly  confronted,  will  gradually 
force  a  continuous  study  and  analysis  of  the  facts  of  actual  ex- 
perience in  a  systematic  manner — which  is  the  purpose  of  all 
statistical  work. 


WORKMEN'S  COMPENSATION— DISCUSSION 

Powers  Hapoood. — In  the  bituinmous  coal  fields  of  central  Penn- 
sylyania  there  exist  striking  illustrations  of  the  ways  in  which  com- 
pensation legislation  at  times  fails  to  accomplish  its  purpose.  The 
miners  of  this  section  are  for  the  most  part  members  of  District  No.  2 
of  the  United  Mine  Workers^  but^  unlike  the  miners  of  the  anthracite 
districts^  they  are  not  protected  by  the  union  in  respect  to  their  com- 
pensation rights.  For  this  reason  the  miners  who  are  injured  and 
the  widows  of  those  who  have  been  killed  often  are  taken  advantage 
of  by  self -insured  coal  operators  or  insurance  carriers. 

James  Mark^  the  vice-president  of  District  No.  2^  in  a  plea  before 
a  district  convention  for  union  action  on  this  matter^  voiced  the  esti- 
mate that  the  miners  of  this  district  lose  at  least  half  a  million  dollars 
a  year  in  compensation  which  is  rightfully  theirs.  It  was  because 
of  this  statement  that  I  was  sent  to  central  Pennsylvania  last  May, 
by  the  Bureau  of  Industrial  Research  of  New  York,  to  find  out  if 
there  were  really  any  concrete  instances  in  which  miners  are  losing 
compensation. 

Soon  after  my  arrival  in  the  coal  fields  I  happened  to  be  in  the 
waiting-room  of  an  attorney  who  handles  cases  for  miners  who  are 
not  able  to  get  compensation  themselves.  An  old  Slavic  miner  was 
waiting  to  see  the  attorney,  and  I  had  a  talk  with  him.  He  had  his 
right  arm  hung  in  a  sling  made  out  of  an  old  suspender.  There  seem- 
ed to  be  scarcely  any  connection  between  the  upper  and  lower  parts 
of  his  arm,  other  than  the  old  blue  cotton  shirt  which  he  wore,  as 
he  could  swing  the  lower  part  of  his  arm  like  a  pendulum  at  a  point 
a  few  inches  above  the  elbow.  He  could  twist  his  arm  in  all  di- 
rections at  another  point,  a  couple  of  inches  below  the  shoulder.  It 
was  obvious  that  his  arm  was  forever  made  useless  by  the  rock  which 
fell  from  the  roof  of  the  mine  on  April  8,  1919.  Yet  at  the  time  I 
saw  him,  over  two  years  after  his  accident,  he  had  not  received  the 
greater  part  of  the  compensation  due  him.  This  old  miner  had  been 
forced  to  eke  out  his  existence  for  some  time  as  a  beggar  by  showing 
his  arm  from  house  to  house  and  asking  for  assistance.  Finally  he 
had  come  to  the  attorney  and  asked  him  to  fight  his  case  for  him, 
and  he  was  in  the  office  at  the  time  I  saw  him  to  learn  the  result. 

The  attorney  had  just  been  informed  that  he  had  won  compensation 
for  the  miner  for  the  loss  of  an  arm.  I  asked  him,  when  I  was  admit- 
ted into  his  private  room,  if  he  would  be  willing  to  tell  me  what  he 
was  going  to  charge  the  old  man  for  his  services.  The  attorney 
replied  that  at  least  $200,  possibly  more,  would  be  taken  out  of  the 
miner's  compensation  as  his  fee. 

I  was  greatly  surprised  that  the  attorney  admitted  the  fee  in  this 
case  so  readily,  but  in  the  course  of  our  conversation  it  developed 
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that  he  was  glad  to  have  it  known  how  badly  the  compensation  situa- 
tion was  being  handled  in  the  coal  fields  of  central  Pennsylvania.  He 
does  not  want  to  handle  compensation  cases^  as  he  can  spend  his 
time  more  profitably  in  other  kinds  of  work.  When  injured  miners 
and  widows  come  to  him  with  their  stories  of  uifair  treatment,  how- 
ever, he  feels  that  he  must  take  up  the  cases ;  but  if  he  wins  compensa- 
tion for  them  he  feels  that  he  is  entitled  to  reimburse  himself  for  the 
expenses  which  he  undergoes  in  fighting  the  cases  and  for  the  losses  he 
sustains  by  transferring  his  energies  from  other  work.  For  the  wel- 
fare of  the  miners  he  believes  that  something  should  be  done  to 
eliminate  the  great  expense  which  individual  workers  have  to  bear 
in  getting  their  compensation,  and,  at  the  time  I  saw  him  he  gave 
me  the  details  of  other  cases  in  which  miners  or  their  widows  had  lost 
heavily  because  of  the  necessity  of  paying  attorney  fees.  He  told 
me  that  it  will  cost  one  widow  with  four  young  children,  for  whom 
he  has  recently  won  compensation  after  a  hard  fight,  close  to  $1000 
before  she  pays  all  the  expenses  of  obtaining  compensation.  She  will 
have  left  only  about  $5000  on  which  to  support  herself  and  bring  up 
her  young  children.  This  attorney,  and  others  whom  I  saw  later,  told 
me  of  other  cases  in  which  it  cost  widows  or  miners  from  $800  to 
$1000  to  get  compensation. 

The  expense  of  hiring  attorneys  in  contested  cases  is  not  the  only 
way  in  which  miners  and  widows  lose  compensation.  By  talking  with 
injured  miners  in  their  homes,  I  found  cases  in  which  they  had  not 
received  compensation  because  they  did  not  understand  their  rights 
under  the  law  and  had  meekly  submitted  when  the  companies  or  their 
doctors  had  told  them  that  they  were  not  entitled  to  compensation. 
This  is  especially  true  among  the  foreign  born  and  non-English  speak- 
ing miners,  who  can  easily  be  taken  advantage  of. 

Take  the  case  of  Mike  V.,  for  instance,  a  Hungarian  who  told  me 
his  story  as  we  sat  on  a  cot  in  his  rough  little  home.  On  January  26, 
1920,  he  received  a  naval  rupture  when  he  was  lifting  a  mine  car 
onto  the  track  that  had  come  off  when  he  was  dropping  it  down  the 
grade  from  his  room.     Five  days  after  the  accident  he  went  to  the 

hospital  and  on  February  7  he  was  operated  on  by  Dr.  H ,     He 

spent  three  weeks  and  five  days  in  the  hospital,  which  cost  him  $45, 
and  he  still  owes  the  doctor  $75  for  the  operation.  He  was  not  able 
to  go  back  to  work  until  May,  and  was  thus  due  three  months'  com- 
pensation, as  well  as  the  cost  of  hospital  and  medical  services  for 
the  first  thirty  days  of  his  trouble.  Altogether  this  would  have  come 
to  about  $250. 

A  few  weeks  after  he  came  out  of  the  hospital,  Mr.  V.  called  on 
Dr.  H.  and  asked  him  to  put  in  a  report  so  that  he  could  get  com- 
pensation.    Mr.  V.  told  me  that  the  doctor  answered  his  request  by 
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sayiiig.  "No^  no  we  don't  paj  nothing  for  rupture."  Because  of 
this  he  went  home^  believing  that  it  was  impossible  for  him  to  get 
compensation,  and  for  this  reason  he  did  not  talk  about  his  case  any 
more  until  he  told  it  to  me. 

I  went  to  see  Dr.  H.  and  asked  him  if  Mr.  V's  story  was  true  and 
if  he  had  told  him  that  there  was  no  compensation  paid  for  rupture. 
He  replied  that  he  had  told  the  injured  miner  that  "there  is  nothing 
paid  for  rupture  when  it  isn't  gotten  at  work,"  and  he  went  on  to 
say  that  he  had  understood  Mr.  V.  to  say  that  he  had  been  bothered 
with  this  rupture  for  some  time  and  that  he  thought  it  was  time  he 
was  getting  an  operation.  It  was  his  understanding  that  Mr.  V's 
accident  happened  a  long  time  before. 

This  misunderstanding  is  explained  by  the  fact  that  Mr.  V.  has 
great  difficulty  in  making  himself  understood  or  in  understanding 
other  people.  When  I  was  questioning  him  he  often  said  yes  when 
it  was  obvious  that  he  meant  no,  and  he  said  no  when  he  meant  yes. 
Several  times  I  asked  him  if  certain  facts  were  true  and  he  would  nod 
his  head  vigorously  and  say  yes  and  then  I  would  ask  him — "You  say 
these  facts  are  not  true?" — and  he  would  nod  his  head  just  as  vigor- 
ously and  say  yes.  It  was  obvious  to  me  that  he  does  not  understand 
En^sh  well  and  that  he  had  misunderstood  the  doctor's  statement 
that  "no  compensation  is  paid  for  rupture  when  it  wasn't  gotten  at 
work"  as  meaning  that  "we  don't  pay  nothing  for  rupture." 

When  I  told  him  that  Dr.  H.  had  said  that  he  told  him  that  he  had 
been  ruptured  a  long  time  ago,  Mr.  V.  did  not  flare  up  and  call 
the  doctor  a  liar,  but  he  shook  his  big  good-natured  head  and  said — 
"No,  Doctor  he  make  mistake.  I  told  him  I  get  ruptured  in  mine 
when  I  lift  car." 

It  is  not  surprising  that  Dr.  H.  misunderstood  Mr.  V's  description 
of  the  accident.  It  was  all  I  could  do  in  careful  questioning  to  under- 
stand his  broken  English,  and  on  some  points  I  had  to  get  an  assistant 
board  member  of  the  union  to  act  as  interpreter  for  me. 

Mr.  M.  (the  interpreter  and  union  officer),  when  he  found  out  about 
the  case,  was  going  to  try  to  get  compensation  for  him  until  he  found 
out  that  under  the  law  cases  are  barred  if  a  claim  petition  for  com- 
pensation has  not  been  filed  within  one  year  from  the  date  of  injury. 
Thus  Mr.  V.  has  forever  lost  the  compensation  that  was  due  him, 
and  his  wife  and  six  little  children  have  suffered  during  the  time 
he  was  out  of  work  when  $12  a  week  would  have  helped  them  greatly. 

Miners  and  widows  also  often  lose  compensation  because  they 
attempt  to  fight  their  own  cases  without  attorneys  and  are  unable 
to  prove  their  claims  before  the  compensation  referee.  If  an  injured 
miner  is  not  given  compensation  by  his  employers  or  the  insurance 
carrier,  he  is  entitled  to  file  a  claim  petition  with  the  Workmen's  Com- 
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pensation  Bnreau^  and  the  case  then  comes  to  a  hearing  before  the 
referee  in  the  locality.  Many  miners  and  widows  lose  their  cases^ 
when  compensation  is  justly  due  them^  because  of  their  own  ignorance 
or  the  ignorance  of  the  witnesses.  They  don't  know  how  to  answer 
questions  so  as  to  do  justice  to  their  cases  and  in  cross  examination, 
foreign  born  people  especially,  get  tangled  up  in  their  answers  and 
say  things  they  do  not  mean. 

One  of  the  compensation  referees  told  me  that  frequently  he  had 
to  decide  cases  against  the  miners  and  widows,  although  he  felt  that 
they  really  merited  compensation.  He  said  he  had  to  decide  cases 
strictly  on  the  basis  of  the  eyidence  given  before  him  at  the  hearings, 
and,  while  he  might  feel  that  the  claimants  deserved  compensation, 
he  can  not  give  it  to  them  unless  the  evidence  fully  warrants  it.  Often 
company  lawyers  are  so  clever  that  the  evidence  does  not  warrant 
awarding  compensation,  although  if  the  whole  truth  were  brought  out 
at  the  hearings  the  settlements  of  the  cases  would  be  different. 

The  company  doctors  are  a  great  hindrance  to  the  miners  in  getting 
compensation.  While  they  are  paid  by  the  men  through  the  doctor's 
fees  which  the  companies  collect  from  their  wages,  they  are  employed 
by  the  companies  and  as  a  consequence  many  of  them  are  subservient 
to  them.  A  compensation  referee  told  me  that  in  all  the  disputed 
cases  which  have  come  before  him  he  has  never  yet  seen  a  company 
doctor  testify  in  favor  of  a  miner  or  a  widow.  But  he  said  that  in 
almost  every  case  a  company  doctor  or  several  of  them  give  medical 
testimony  to  the  effect  that  the  case  in  question  is  not  compensable. 
To  oppose  this  testimony,  miners  have  to  pay  the  expense  of  going 
to  other  doctors  for  examinations  and  of  bringing  them  to  the  hear- 
ings to  testify  in  their  behalf. 

I  have  already  spoken  of  three  ways  in  which  miners  and  widows 
are  losing  compensation:  (1)  by  having  to  pay  attorney  fees  in  many 
instances;  (2)  by  not  knowing  their  rights  and  thus  losing  all  their 
compensation  through  failure  to  go  after  it;  and  (8)  by  not  being 
able  to  prove  their  claims  before  the  compensation  referees.  There 
is  also  a  fourth  way  in  which  miners  lose  compensation.  That  is  the 
loss  of  partial  disability  compensation.  Under  the  Workmen's  Com- 
pensation Act,  if  a  worker  is  injured  and  returns  to  work  at  reduced 
earning  power,  he  is  entitled  to  60  per  cent  of  the  difference  between 
his  wages  before  and  after  the  accident  up  to  a  maximum  of  $12  a 
week.  During  my  investigation  in  central  Pennsylvania,  however, 
I  did  not  hear  of  a  single  case  in  which  a  miner  was  receiving  partial 
compensation.  The  miners  do  not  realise  their  rights  in  this  regard, 
and,  even  if  they  did,  it  would  be  hard  for  them  to  get  compensation 
because  of  the  difficulty  they  would  have  in  proving  the  exact  extent 
of  their  loss  of  earning  power. 
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The  case  of  Joe  Y.  is  an  example  of  this  kind  of  loss.  I  saw  him 
and  his  wife  and  four  little  children  twice  at  their  little  honse  in  the 
Adrian  Mining  Camps  and  later  verified  what  I  found  ont  there  by 
going  over  the  files  of  the  Workmen's  Compensation  Board  at  Harris- 
bnrg.  Mr.  Y.  was  first  injnred  December  14t,  1916.  In  the  words 
of  the  employer's  report  of  the  accident,  signed  hj  the  compensation 
agent  of  the  company,  "he  had  set  off  two  blasts  in  the  coal  the  evening 
before  which  had  left  some  of  the  coal  hanging.  He  started  to  load 
a  car  when  die  balance  of  the  loose  coal  fell,  some  of  it  striking  him." 
Two  ribs  were  broken  and  there  were  other  complications  which  kept 
him  away  from  work  nntil  October,  1917,  np  to  which  time  he  received 
compensation.  In  a  supplemental  report  of  the  accident  the  compen- 
sation agent  of  the  company  answered  the  question  asked  on  the  blank 
form — "Has  earning  power  been  reduced  as  the  result  of  the  accident  ?" 
— ^by  the  word"No."  Yet  Mr.  Y.,  who  had  been  a  coal  miner  earning 
fairly  good  money  before  his  accident,  was  put  to  work  in  October, 
1917,  in  the  car  shop  at  lower  wages  than  the  other  day  men  because 
he  was  not  strong  enough  to  do  a  man's  work.  He  told  me  that  he 
had  been  promised  partial  compensation,  but  that  he  had  never  got 
it.  There  was  no  record  of  his  having  received  it  at  Harrisburg.  His 
wages  when  he  went  back  to  work  were  only  80  cents  an  hour.  During 
the  following  year  and  a  half  when  other  wages  were  raised,  his 
wages  were  raised  to  41  cents,  then  to  44  and  a  fraction,  then  to  45  5-9 
cents  per  hour,  and  these  wages  were  by  no  means  what  the  other 
day  men  were  getting  and  much  below  what  Mr.  Y.  would  have  re- 
ceived at  the  tonnage  rate  of  his  old  occupation  as  coal  loader  or 
digger.  He  was  making  boy's  wages  while  the  other  men  were  making 
the  wage^  of  war  time  and  of  the  period  immediately  following  the 
war.  This  condition,  in  which  Mr.  Y.  was  working  at  reduced  earn- 
ing power  with  no  partial  compensation,  lasted  for  a  period  which 
lacked  less  than  three  months  of  being  two  years.  On  July  21,  1919, 
the  unfortunate  man  strained  his  left  side  and  back  while  lifting  a 
car  and  he  is  now  totally  disabled  and  is  receiving  compensation.  The 
partial  disability  compensation  during  the  91  or  more  weeks  in  which 
Mr.  Y.  was  entitled  to  it,  however,  would  have  helped  a  great  deal  in 
making  the  family  less  miserable  and  the  little  children  less  hungry 
than  they  now  are. 

During  the  month  that  I  spent  investigating  these  conditions  I 
located  forty-five  cases  in  which  miners  or  the  widows  of  miners  were 
losing  or  bad  lost  compensation  that,  it  seemed  to  me,  was  rightfully 
theirs.  Twenty-seven  of  the  clearest  cases  of  compensation  loss  have 
been  written  in  detail  and  are  now  on  file  with  the  Bureau  of  Industrial 
Research. 

The  estimate  of  James  Mark  that  the  miners  of  District  No.  2  lose 
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over  half  a  million  dollars  a  year  in  compensation  was  only  an  esti- 
mate^ but  I  believe  that  a  continued  investigation  similar  to  the  one 
I  made  last  spring  would  show  that  this  figure  is  not  too  high. 

Carl  Hookstadt. — Dr.  Downey  has  given  an  excellent  analysis 
of  the  merits  and  demerits — ^particularly  demerits — of  the  actual  sta- 
tus of  compensation  legislation  in  the  United  States.  I  am  in  entire 
accord  with  every  statement  in  his  paper  except  perhaps  that  he  has 
given  a  too  rosy  view  of  the  efficiency  of  compensation  administration 
by  state  commissions.  It  may  be  true^  as  Dr.  Downey  says^  that 
"probably  no  branch  of  administration  in  this  country  is  better  con- 
ducted^" but  the  administration  of  compensation  laws  in  practically 
every  jurisdiction  leaves  much  to  be  desired.  It  is  of  little  moment  to 
enact  a  compensation  law^  broad  in  scope  with  a  high  scale  of  benefits^ 
if  the  injured  workers  do  not  receive  the  benefits  provided  in  the 
act.  To  secure  for  the  workmen  the  benefits  to  which  they  are  legally 
entitled  it  is  essential  not  only  that  an  administrative  commission  be 
provided^  but  that  the  commission  have  an  adequate  claim  department 
with  efficient  follow-up  methods.  Inasmuch  as  the  commissions  in  a 
large  majority  of  injury  cases  base  their  decisions  upon  written  re- 
ports furnished  by  employers^  physicians,  and  insurance  carriers,  it  is 
fundamental  that  these  reports  be  accurate,  and  that  they  tell  the 
whole  story.  It  is  unsafe  to  rely  upon  the  employers'  and  carriers' 
statements  as  to  the  severity  of  an  accident.  Investigations  made  in 
New  York,  California,  and  Illinois  have  disclosed  the  fact  that  the 
nature  of  the  injuries  were  systematically  misrepresented,  the  severity 
of  injuries  underestimated,  settlements  made  for  less  than  the  statu- 
tory' scale^  and  many  accidents  were  not  even  reported.  The  com- 
missioners were  unaware  of  this  state  of  affairs  until  actual  tests  were 
made.  Undoubtedly  the  same  situation  exists  in  a  greater  or  less 
degree  in  every  competitive  compensation  insurance  state  in  the  Union. 

There  are,  however,  two  points  which  I  should  like  to  discuss — 
points  not  in  criticism  of  Dr.  Downey's  paper,  but  rather  emphasizing 
certain  features  not  stressed  by  him.  These  two  points  are:  (1)  the 
theory  upon  which  the  basic  compensation  schedules  are  predicated, 
and  (2)  insurance. 

Two  principles  have  operated  in  determining  the  amount  of  com- 
pensation provided  in  various  state  laws,  ( 1 )  loss  of  earning  capacity, 
and  (2)  social  need.  In  general  it  may  be  said  that  state  workmen's 
compensation  schedules  are  based  upon  loss  of  earning  power  modi- 
fied both  by  the  employee's  need  and  by  the  desire  to  limit  the  em- 
ployer's burden.  Thus^  the  expression  of  compensation  benefits  in 
percentages  of  wages  clearly  shows  that  loss  of  wages  was  a  determin- 
ing factor,  whereas  the  adoption  of  a  sliding  scale  of  benefits  in  accord- 
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ance  with  the  number  of  dependents  shows  the  effect  of  the  social 
need  factor.  On  the  other  hand^  the  desire  not  to  burden  the  employer 
unduly  finds  expression  in  the  limitations  upon  the  amount  of  medical 
scrrice^  the  weekly  compensation  payments^  the  periods  during  which 
compensation  is  to  be  paid^  and  finally  upon  the  percentages  of  wages 
themselves. 

The  ideal  compensation  system  in  my  judgment  would  be  the  follow- 
ing: charge  the  employer  or  industry  with  the  entire  economic  or 
wage  loss  resulting  from  industrial  injuries^  but  distribute  the  fund 
so  collected  according  to  the  needs  of  the  injured  workers  or  their 
dependents.  Such  a  system  would  bring  about  two  desirable  results; 
on  the  one  hand^  because  of  its  greater  cost^  it  would  furnish  a  greater 
incentive  for  the  employer  to  prevent  accidents^  the  need  for  which 
was  so  eloquently  pointed  out  by  Dr.  Downey;  and  on  the  other  hand 
it  would  allow  the  benefits  to  be  distributed  according  to  the  social 
and  economic  need  of  the  beneficiaries.  No  benefits  would  be  paid  in 
case  of  a  fatally  injured  workman  without  dependents^  as  is  the  custom 
now.  The  employer  or  industry,  however,  would  be  charged  with  the 
economic  loss  of  every  industrial  death  irrespective  of  whether  there 
were  any  dependents.  In  case  the  deceased  left  no  dependents  his 
estate  would  receive  no  compensation  except  the  necessary  burial 
expenses,  and  the  cost  of  his  death  which  would  be  charged  to  the 
industry  would  become  a  part  of  the  accumulated  fund.  This  fund 
would  be  large  enough  not  only  to  pay  compensation  to  all  beneficiaries 
according  to  their  needs,  but  it  would  allow  the  commission  to  under- 
take adequate  rehabilitation  and  safety  work,  the  lack  of  which  is  one 
of  the  most  serious  weaknesses  in  compensation  administration  at  the 
present  time.  It  might  be  interesting  to  point  out  that  the  California 
Industrial  Accident  Commission  has  recently  endeavored  to  have 
enacted  into  law  a  death  benefit  schedule  embodying  this  principle. 
The  California  commission  ascertained  what  it  would  cost  to  provide 
adequate  compensation  to  dependents  of  those  killed  in  industry.  This 
cost  was  then  to  be  allocated  among  all  the  industrial  deaths  irre- 
spective of  dependents.  That  is  to  say,  every  fatal  accident  would 
cost  the  employer  or  industry  a  certain  definite  amount,  not  governed 
by  questions  of  dependency  or  wages. 

Another  controversial  but  important  question  in  connection  with 
workmen's  compensation  is  the  insurance  problem.  All  except  four 
of  the  state  compensation  laws  provide  that  the  employers  under  the 
act  must  secure  their  compensation  payments  either  by  insuring  in  an 
authorized  private  casualty  company,  or  in  a  state  insurance  fund 
where  such  fund  has  been  established,  or  carry  their  own  insurance 
subject  to  certain  conditions.     Of  the  forty-two  compensation  states 
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seven^  have  ezdiuive  or  monopolistic  state  insurance  funds,  while  nine' 
have  competitive  state  funds.  All  except  the  exclusive  fund  states 
allow  private  carriers  to  write  compensation  insurance  and  in  prac- 
tically all  except  the  exclusive  fund  states  again  permit  self  insur- 
ance under  certain  conditions.  The  superiority  of  one  type  of 
insurance  over  another  has  heen  the  subject  of  considerable  contro- 
versy for  a  number  of  years. 

In  response  to  numerous  requests  for  information,  the  United  States 
Bureau  of  Labor  Statistics  recently  made  an  inquiry  into  the  relative 
merits  of  different  workmen's  compensation  insurance  systems.  The 
preliminary  smnmary  of  the  results  of  this  investigation  was  published 
in  the  December,  1920,  issue  of  the  Monthly  Labor  Review.  Three 
tests  were  applied — cost,  service,  and  security.  The  question  of  cost 
concerns  the  employer  primarily,  while  questions  of  service  and  secur- 
ity affect  both  employer  and  injured  workmen. 

The  cost  of  compensation  insurance  to  employers  under  different 
insurance  systems  may  be  indicated  by  their  expense  ratios.  By  ex- 
pense ratio  is  meant  the  proportion  of  the  administrative  expenses, 
including  acquisition  costs,  claim  adjustments,  inspection,  taxes,  etc., 
to  earned  premiums.  The  average  expense  ratio  of  stock  companies 
is  approximately  87^  per  cent;  of  mutual  companies,  about  20  per 
cent;  of  competitive  state  funds,  about  12^  per  cent;  and  of  exclusive 
state  funds,  from  5  to  7^  per  cent.  Under  an  exclusive  state  fund, 
therefore,  the  cost  to  employers  would  be  80  per  cent  less  than  under 
stock  insurance  and  12^  per  cent  less  than  under  mutual  insurance. 
The  total  saving  to  insured  employers  of  the  United  States  if  all  were 
insured  in  exclusive  state  funds,  would  be  over  $80,000,000  annually. 
This  figure  is  obtained  by  applying  the  differences  between  the  expense 
ratios  of  the  exclusive  state  funds  and  stock  and  mutual  companies  to 
their  respective  annual  premiums. 

As  regards  service,  comparisons  are  difficult  because  of  the  great 
variations  among  different  insurance  systems.  As  to  promptness  of 
payments,  there  is  little  to  choose  among  the  different  types  of  insur- 
ance carriers.  Some  of  the  state  funds  have  the  best  record  while 
some  have  the  poorest.  The  same  thing  may  be  said  with  respect  to 
stock  and  mutual  companies.  However,  a  comparison  of  the  best 
managed  state  fund  with  one  of  the  best  managed  private  companies 
shows  that  the  best  state  fund  is  more  prompt  in  its  payments  than 
the  best  private  company.  Another  significant  fact  developed  by  the 
investigation  is  that  self-insured  employers,  whom  one  would  expect 
to  pay  promptly,  are  no  more  prompt  in  this  respect  than  either  state 

^Nevada,  North  Dakota,  Ohio,  Oregon,  Washington,  West  Virginia,  Wy- 
ominff. 

KlSiaifomia,  Colorado,  Idaho,  Maryland,  Michigan,  Montana,  New  York, 
Pennsylvania,  and  Utah. 
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funds  or  private  carriers.  As  regards  liberality  of  payment^  most  of 
the  state  funds  are  more  liberal  in  this  respect  than  either  stock  or 
mutual  companies.  As  regards  accident  prevention  some  of  the  pri- 
vate companies  are  doing  excellent  safety  work^  whereas  few  of  the 
state  funds  have  done  any  effective  safety  work. 

Thus  far  no  injured  workman  has  lost  one  cent  of  compensation 
because  of  the  insolvency  of  state  insurance  funds^  nor  has  any  large 
mutual  company  become  insolvent.  On  the  other  hand^  there  have 
been  several  disastrous  failures  of  private  stock  companies  during  the 
last  three  or  four  years.  These  failures  have  resulted  in  hundreds  of 
thousands  of  dollars  in  unpaid  claims.  As  regards  self  insurance^  the 
experience  of  twenty-one  states  has  been  reported  to  the  United  States 
Bureau  of  Labor  Statistics.  In  fifteen  of  these  states  no  self-insured 
employer  has  failed  or  gone  into  the  hands  of  a  receiver;  three  states 
reported  one  failure  each,  and  one  state  reported  two  failures,  but  in 
all  these  cases  the  compensation  claims  were  paid  either  by  the  receiver 
or  through  security  which  had  been  deposited.  Only  two  states  re- 
ported failures — one  small  concern  in  each  state — ^which  resulted  in 
several  claims  being  unpaid. 

Albert  W.  Whitney. — I  have  received  the  sanction  of  those  who 
are  responsible  for  the  make-up  of  this  program  for  devoting  my 
remarks  chiefly  to  a  discussion  of  the  accident  prevention  side  of 
Workmen's  Compensation.  To  exhibit  this  in  its  proper  relations 
requires  a  background  of  theory  with  which  I  shall  have  to  ask  you  to 
be  patient.  I  believe  this  point  of  view  is  particularly  worth  present- 
ing fn  full  at  this  time,  not  only  in  order  to  clarify  the  situation  in 
Workmen's  Compensation,  but  as  a  background  for  tendencies  which 
are  increasingly  to  be  seen  in  all  lines  of  insurance. 

Insurance  has  reached  a  stage  in  its  development  which  is  compar- 
able to  that  point  in  the  development  of  industry  at  which  attention 
is  directed  to  the  utilization  of  by-products  and  to  the  importance  of 
secondary  effects. 

The  primary  products  in  the  slaughter  of  an  animal  are  the  meat  and 
hide,  and  in  the  early  and  casual  development  of  butchering  this  was 
all  that  was  saved.  Now,  however,  in  large  packing  houses  every  bit 
of  the  carcass  is  used.  The  complete  utilization  of  the  by-products 
in  the  production  of  kerosene  and  gas  is  a  matter  of  common  know- 
ledge. 

A  somewhat  similar  situation,  and  one  which  is  even  more  closely 
analogous  to  the  case  of  insurance,  is  the  development  of  lumbering. 
The  primary  effect  of  cutting  timber  is  the  production  of  lumber,  but 
the  secondary  effect  is  denudation  of  the  ground  and  consequent 
floods.     A  more  intensive  application  to  the  problem  of  producing 
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lumber  requires  a  study  of  these  secondary  effects  and  some  appro- 
priate action  such  as  reforestation. 

Insurance  has  secondary  effects  which  have  been  given  little  con- 
scious consideration  up  to  the  present  time,  but  which  should  now  have 
attention.  The  primary  object  of  insurance  is  to  provide  indemnity 
to  offset  the  evil  consequences  of  loss,  and  the  effect  upon  the  assured 
is  relief  from  uncertainty.  The  primary  result  of  relieving  the  assur- 
ed of  uncertainty  is  an  ease  of  mind  which  forms  the  foundation  for 
satisfactory  personal  and  business  relations.  Neither  business  nor 
the  life  of  the  individual  can  be  free  to  reach  its  greatest  development 
when  its  fpundations  are  insecure. 

Along  with  this  primary  effect,  which  is  wholly  good,  goes  however 
a  secondary  effect  which,  while  relatively  less  important,  is,  so  far  as 
it  goes,  wholly  bad ;  I  refer  to  the  lessening  of  personal  responsibility 
which  accompanies  this  easement  of  the  mind.  If  I  know  that  my 
house  is  fully  insured  I  shall  not  be  quite  so  careful  in  carrying  a 
lighted  candle  into  the  attic  or  in  getting  some  unsafe  condition  in  the 
electric  wiring  remedied.  If  I  have  liability  insurance  on  my  auto- 
mobile I  shall  be  somewhat  more  willing  to  have  my  son  drive  it  even 
though  I  know  he  is  an  inexperienced  driver.  The  possibilities  in 
the  way  of  an  adverse  secondary  effect  in  insurance,  however,  go 
beyond  mere  carelessness  into  the  field  of  actual  criminality.  If  my 
automobile  is  well  covered  with  fire  insurance  and  I  am  in  need  of 
money,  I  may  be  tempted  to  burn  it  to  secure  the  insurance. 

It  is  evidently  the  duty  of  the  insurance  company  and  the  public 
for  the  protection  of  both  to  see  that  this  adverse  secondary  effect  is 
reduced  to  the  lowest  possible  terms;  the  first  moves  in  this  direction 
are,  first,  an  insistence  upon  an  insurable  interest  as  a  condition  for 
recovery  and,  second,  the  avoidance  of  over-insurance.  When,  how- 
ever, these  two  obviously  proper  conditions  are  met  we  come  back  to 
the  effect  of  that  general  lessening  of  personal  responsibility  that  insur- 
ance brings  with  it.  Fortunately  this  is  not  nearly  as  important  as 
it  might  be,  because  of  the  fact  not  merely  that  insurance  does  not 
cover  the  whole  of  the  value,  but  that  there  are  values  of  a  wholly 
different  character  which  in  the  nature  of  things  cannot  be  covered. 
I  refer  to  what  may  be  called  sentimental  values.  My  home  has  a 
sentimental  value  to  me  that  is  outside  the  range  of  insurance,  and 
my  family,  and  I  myself,  have  an  interest  in  my  life  which  is  quite 
outside  of  its  earning  value.  This  sentimental  value  has  had  the  effect 
of  so  minimizing  the  adverse  effects  of  insurance  that  these  adverse 
effects  have  largely  escaped  attention. 

Now,  however,  we  have  distinctly  come  to  an  era  in  the  world,  and 
in  this  country  in  particular,  when  the  by-product  and  the  secondary 
effect  must  be  taken  into  account.     The  margin  of  profit  today  lies 
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wholly  in  that  field.  This  is  the  age  of  the  mnltiple-cylinder  engine^ 
of  conservation^  and  of  the  efficiency  expert.  The  first  rush  when 
only  the  primary  product  and  the  primary  effect  were  of  importance 
has  passed  and  an  era  has  come  in  which  the  field  must  be  more  care- 
fully gleaned. 

In  the  field  of  insurance  then  the  case  stands  as  follows:  insurance 
is  an  instrument  with  a  primary  effect,  wholly  good,  of  relieving  uncer- 
tainty and  preventing  the  effects  of  misfortune,  and  with  a  secondary 
effect,  wholly  bad  so  far  as  it  goes,  of  decreasing  individual  respon- 
sibility and  opening  the  door  to  possible  fraud.  What,  under  the 
urge  of  this  increased  modern  sensibility  to  secondary  effects,  should 
be  our  reaction  to  this  adverse  quality  in  insurance? 

I  venture  to  assert  the  thesis  that  the  public  welfare  demands  that 
the  operation  of  insurance  shall  not  decrease  the  sum-total  of  individ- 
ual responsibility.  This  is  only  asking  insurance  to  clean  up  whatever 
bad  conditions  it  has  itself  produced.  It  has  produced  a  marvelous 
new  order  in  which  the  complexities  of  modern  life  and  business  can 
be  carried  on  in  comparative  security,  but  in  doing  so  it  has  shaken  the 
foundations  of  personal  responsibility  and  opened  the  door  to  abuse. 
The  public,  even  granting  that  what  is  good  in  insurance  far  out- 
weighs what  is  bad,  may  nevertheless  properly  say  to  the  insurance 
companies  that  their  duty  does  not  end  when  they  have  developed  to 
the  greatest  possible  extent  the  positive,  helpful  effects  of  insurance, 
but  that  they  must  also  do  all  in  their  power  to  minimize  its  evil 
effects. 

The  implications  of  this  public  admonition  to  look  after  its  second- 
ary effects  are  significant.  The  way  in  which  insurance  solves  the 
primary  problem  of  relieving  uncertainty  is  by  mass-action,  by  group- 
ing a  large  number  of  risks  together  and  thus  securing  the  working  of 
the  law  of  averages.  The  secondary  problem  must  be  solved  in  the 
same  way,  that  is,  by  mass-action.  It  is  impossible  to  replace  individ- 
ual responsibility  on  the  basis  of  immediate  self-interest ;  that  is  gone ; 
the  best  that  the  insurance  company  can  do  is  to  substitute  something 
else  for  personal  responsibility  and  since  it  has  already  associated 
many  risks  together  for  the  sake  of  securing  an  average  it  may  very 
naturally  take  advantage  of  that  fact  to  institute  preventive  actions 
of  a  collective  nature  whose  sum-total  will  be  equivalent  to  the  sum- 
total  of  the  personal  responsibility  that  has  been  lost. 

There  are  various  activities  of  a  collective  nature,  their  character 
depending  upon  the  particular  type  of  insurance  concerned,  that  can 
be  carried  on  by  the  insurance  carrier  to  prevent  loss;  for  instance, 
the  excellent  survey  of  conflagration  conditions  in  the  cities  of  the 
country  by  the  National  Board  of  Fire  Underwriters,  the  standardiza- 
tion work  of  the  National  Fire   Protection  Association  and  of  the 


164  Americcm  Economic  Association 

Underwriters  Laboratories^  tlie  excellent  work  in  factories  of  the  New 
England  Mill  Mutoals^  the  nursing  and  tuberculosis  work  of  the 
Metropolitan  Life  Insurance  Company  and  of  the  German  social  insur- 
ance system.  Each  of  these  has  either  largely  or  completely  made 
up  for  the  effect  of  lessened  personal  responsibility  among  the  assured ; 
each  of  these  is  a  piece  of  work  that  is  possible  only  through  collective 
action^  and  furthermore  there  is  no  agency  which  so  naturally  can 
undertake  this  work  as  the  insurance  carrier  because  the  insurance 
carrier  already  has  intimate  relations  with  the  assured  and  its  interest 
is  recognized  to  be  direct  and  immediate. 

Such  activities  as  these  are  already  in  operation.  All  that  I  desire 
to  do  is  to  show  that  such  activities  are  a  logical  and  necessary  corol- 
lary to  the  concept  of  insurance^  that  the  institution  of  insurance  is 
not  a  complete  social  instrument^  not  merely  not  adequate  for  work 
that  needs  to  be  done^  but  not  complete  in  the  sense  of  fulfilling  its 
own  intrinsic  nature^  until  it  makes  use  of  mass-action  not  merely  in 
averting  the  evil  effects  of  misfortune  but  in  preventing  the  misfortune 
itself.  I  believe  the  public  may  rightly  insist  for  its  own  protection 
that  the  insurance  carriers  take  this  larger  view  of  their  respon- 
sibilities. 

Insurance  may  thus  become  not  merely  one  of  the  great  fiduciary 
and  distributive  agencies  of  the  country  but  one  of  the  great  conser- 
vators. Intermediate  between  the  direct  self-interest  and  personal 
responsibility  of  the  individual  and  the  action  of  the  state  for  the 
benefit  of  its  citizens  will  come  this  organized  effort  of  the  insurance 
companies^  substituting  mass-action  for  the  individual  efforts  of  its 
policyholders  but  yet  more  immediately  controlled  and  inspired  by 
self-interest  than  in  the  case  of  state  action.  With  greater  flexibility 
than  state  action  and  with  greater  power  than  individual  action^  with 
the  theoretical  effectiveness  of  socialism  but  without  its  dangers  and 
practical  inefficiency,  the  conservational  activities  of  insurance  may 
turn  out  to  be  as  important  an  instrument  in  the  organization  of  our 
life  as  its  present  distributive  activities. 

I  have  not  undertaken  to  differentiate  between  the  preventive  pos- 
sibilities in  the  various  lines  of  insurance.  This  is  not  the  place  to  do 
this  in  detail;  in  passing,  however,  I  may  acknowledge  that  the 
problem  is  very  different  in  different  fields.  The  intrinsic  value  of 
living  and  the  distaste  for  pain  are  sufficient  to  make  the  secondary 
effects  in  life  insurance  and  in  workmen's  compensation  relatively 
much  less  important  than  in  Bxe  insurance,  for  instance,  where  the 
consequent  loss  of  personal  responsibility  may  be  one  of  the  largest 
contributory  items  in  the  make-up  of  the  hazard,  of  such  magnitude 
in  fact  that  it  will  be  a  serious  question  whether  preventive  activities 
are  feasible  which  will  be  a  complete  offset. 
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It  is  eyident  that  in  the  last  analysis  insurance  must  be  judged  by 
its  net  effects;  the  good  results  of  insurance  in  the  elimination  of 
uncertainty  appearing  on  one  side  of  the  ledger  and  the  results  of 
lessened  personal  responsibility  on  the  other.  A  more  accurate  for- 
mulation of  my  thesis  would  then  be  that  the  public  welfare  demands 
that  this  debit  side  be  reduced  to  the  greatest  extent  possible^  and 
even  where  feasible  turned  into  a  credit.  In  some  cases  even  with 
the  best  endeavor  there  may  remain  a  debit  item;  in  other  cases  this 
may  be  converted  by  the  preventive  work  of  the  company  into  a  credit 
so  that  in  that  case  insurance  both  in  its  primary  and  secondary 
effects  will  be  a  positive  public  benefit. 

One  of  the  ear-marks  of  a  correct  solution  or  of  a  truly  fundamental 
development  is  the  fact  that  it  clears  up  a  larger  field  than  that  for 
which  it  was  designed.  That  is  the  case  here.  The  preventive  activ- 
ities of  insurance  are  not  only  good  theory  but  good  business.  The 
saving  to  be  had  is  far  greater  than  the  expense  involved.  It  is  on 
this  basis  that  the  already  very  considerable  developments  in  this 
field  have  been  carried  on. 

In  this  connection  I  may  point  out^  however^  one  more  practical 
consideration  which  is  not  obvious  at  first  sight.  If  the  rates  for 
insurance  become  too  high  an  adverse  selection  takes  place;  there  will 
be  a  tendency  for  the  careful  not  to  insure  and  the  average  character 
of  the  insured  risk  will  deteriorate.  This  will  immediately  show  itself 
in  a  bad  experience  and  it  will  drive  the  rates  still  higher,  and  so  on 
in  a  vicious  circle.  There  is  no  way  of  breaking  this  circle  from  the 
inside  except  in  a  limited  field  where  a  compensatory  selection  is 
possible;  that  is,  in  general,  insurance  in  its  purely  fiduciary  and 
distributive  capacity  is  helpless.  The  circle  must  be  broken  from 
the  outside,  that  is,  by  bringing  the  preventive  forces  of  insurance  to 
bear  upon  the  problem.  Insurance  for  its  own  best  interests  and  for 
the  continuance  of  its  existence  must  adopt  preventive  measures. 

I  may  now  connect  this  with  the  subject  in  hand.  There  is  so  little 
in  Dr.  Downey's  paper  that  I  have  to  disagree  with,  and  that  I  can 
do  other  than  commend,  that  my  function  is  rather  to  pick  up  the 
loose  ends  of  the  program.  One  of  these  is  prevention;  it  is  not 
enough  to  consider  workmen's  compensation  merely  as  compensation; 
workmen's  compensation  must  bring  about  prevention  or  it  is  a  failure. 
In  the  last  analysis  the  fundamental  question  is  what  workmen's  com- 
pensation has  done  to  decrease  industrial  accidents. 

What  I  have  had  to  say  with  regard  to  the  place  of  prevention  in 
insurance  applies  to  a  very  considerable  degree  to  workmen's  com- 
pensation even  though  there  be  no  insurance  system  underlying  it. 
For  the  shifting  of  the  financial  responsibility  for  accidents  from  the 
employee  to  the  employer  has  the  essential  characteristics  of  insurance. 
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It  measurably  relieves  the  workman  of  uncertainty  and  of  the  evil 
effects  of  accidents.  It  places  this  responsibility  upon  the  employer, 
and  the  very  fact  that  he  has  a  number  of  employees  provides  to  a 
degree  for  the  working  of  the  law  of  averages  and  makes  it  feasible 
for  him  to  institute  action  of  a  preventive  nature  which  will  be  collec- 
tive so  far  as  his  employees  are  concerned. 

In  some  cases  the  particular  plant  is  so  large  that  for  practical 
purposes  it  may  be  safely  taken  as  an  insurance  unit;  this  is  then 
self-insurance.  In  most  cases,  however,  the  number  of  employees  is 
not  large  enough  to  yield  a  wholly  dependable  average  and  the  em- 
ployer seeks  outside  insurance,  which  has  the  effect  of  increasing  the 
field  over  which  the  losses  are  spread. 

In  both  cases,  however,  the  general  tendencies  are  the  same,  and 
the  line  of  reasoning  that  has  been  developed  can  be  applied.  The 
very  fact,  for  instance,  that  the  law  now  places  the  responsibility  for 
accidents  upon  the  employer  may  to  a  certain  limited  extent  develop 
a  carelessness  among  the  employees  as  well  as  a  tendency  to  malinger. 
The  compensation  law  looked  at  as  an  assurance  of  indenmity  by 
the  employer  to  the  employee  may  well  as  a  corollary,  therefore,  carry 
with  it  a  compulsion  to  be  exerted  by  the  state  upon  employers  to 
institute  preventive  action  in  their  plants.  As  a  matter  of  fact, 
exactly  this  has  happened  in  a  number  of  states.  The  minute  that 
the  obligation  of  the  employer  is  fixed  to  pay  compensation  that 
minute  he  also  becomes  obligated,  if  not  under  the  law  then  by  equity, 
to  prevent  so  far  as  he  is  able  the  accidents  that  the  law  requires  him 
to  compensate. 

The  situation  is  not  fundamentally  changed  when  there  is  insur- 
ance. To  the  extent  to  which  the  employer  through  insurance  is 
relieved  of  responsibility  to  that  extent  the  insurance  company  is 
obligated  on  the  grounds  of  public  equity  to  prevent  so  far  as  possible 
the  accidents  that  it  insures  against. 

I  have  purposely  emphasized  the  fundamental  equities  of  the  situa- 
tion rather  than  the  hard  business  sense  which  underlies  preventive 
action.  But  in  passing  I  may  say  that  the  whole  development  of  the 
rating  feature  of  workmen's  compensation  insurance  has  given  an 
enormous  impetus  to  the  prevention  of  accidents  as  a  sound  business 
policy.  The  nub  of  this  lies  first  in  the  development  of  rates  that  so 
far  as  is  humanly  possible  will  exactly  fit  the  hazard  of  each  individ- 
ual risk,  and  secondly  in  correlating  these  rates  with  the  conditions 
and  experience  in  the  plants,  first  in  as  great  detail  as  possible  and 
secondly  with  the  greatest  possible  clarity.  When  this  has  been  done 
it  means  that  the  employer  will  be  shown  exactly  where  and  how  his 
accidents  occur,  exactly  what  effect  certain  accident-producing  causes 
have  upon  his  rate  and  exactly  how  much  he  can  reduce  his  rate  by 
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removing  these  malign  conditions.  Such  rating  as  this  acts  as  an 
incessant  economic  stimulus  upon  the  employer  to  improve  his  plant. 

As  you  have  realized^  the  general  tendency  of  my  remarks  has  been 
in  the  direction  of  prevention  because  I  have  felt  that  the  program 
was  deficient  in  this  respect;  but  at  this  point  it  is  evident  that  what 
1  have  to  say  connects  immediately  with  the  subject  of  Mr.  Verrill's 
paper^  for  the  development  of  the  statistics  of  accidents  both  as  to 
nature  and  number  and  severity  and  cause  provides  the  material  for 
the  type  of  rating  system  that  I  havcf  described  and^  therefore^  acts 
strongly  in  the  direction  of  prevention. 

In  passing  also  may  I  refer  to  the  very  great  accomplishments  in 
the  workmen's  compensation  field  during  the  last  ten  years.  I  can 
thoroughly  agree  with  Dr.  Downey  as  to  the  things  that  still  need  to 
be  done^  and  it  is  well  on  such  an  occasion  as  this  to  stress  these; 
but,  nevertheless^  the  progress  during  these  first  ten  years  of  com- 
pensation has  been  remarkable.  And  this  has  been  particularly  so  in 
the  field  of  rating.  Workmen's  compensation  probably  presents 
greater  difficulties  in  rating  than  any  other  ordinary  type  of  in- 
surance; it  has  all  the  complications  of  life  insurance  and  of  fire 
insurance  and  then  some  more  of  its  own.  There  is  much  more  to  be 
done  in  making  rates  rights  but^  nevertheless^  the  main  features  of  the 
problem  have  been  solved  and  solved  in  such  a  way  as  to  be  already  a 
most  valuable  instrument  for  accident  prevention. 

It  is  not  an  easy  matter  to  make  a  statistical  estimate  of  what  has 
been  accomplished  by  workmen's  compensation  in  the  prevention  of 
industrial  accidents^  for  the  conditions  themselves  have  been  chang- 
ing. It  is  much  simpler  to  state  what  is  possible  and  what  has  actually 
been  accomplished  in  individual  cases.  It  can  safely  be  said  that  it 
is  entirely  feasible  without  departing  from  a  sound  economic  basis  to 
cut  the  cost  of  accidents  (including  the  lowering  of  industrial  effi- 
ciency) in  the  average  industrial  plant  in  two.  I  admit  that  this  is  an 
ideal  that  has  not  been  generally  attained  and  yet  more  than  this  has 
been  accomplished  in  hundreds  of  plants.  The  net  annual  saving  of 
the  United  States  Steel  Corporation  in  accident  cost^  after  the  cost  of 
its  safety  work  has  been  taken  out^  is  stated  by  it  to  be  a  million 
dollars  a  year.  It  is  not  an  uncommon  thing  for  a  plant  to  get  a 
credit  of  40  to  50  per  cent  in  its  insurance  rate  on  the  basis  of  its 
actual  experience.  Most  of  what  has  been  accomplished  can  be 
credited  to  workmen's  compensation  either  directly  or  indirectly. 
The  problem  of  the  fnture  is  how  to  extend  this  preventive  action  into 
all  corners  of  the  field  and  into  all  plants  however  small^  and  how  to 
push  it  still  further  and  make  it  permanent  without  at  any  time  getting 
away  from  a  sound  economic  basis.  And^  if  I  may  again  emphasize 
fhe  thesis  of  this  paper^  this  is  largely  a  problem  of  insurance  and 
very  distinctly  a  problem  of  workmen's  compensation. 
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One  hundred  years  ago  the  independence  of  the  Vice-Royalty 
of  Guatemala  was  declared.  This  territory,  which  then  consti- 
tuted all  of  Central  America,  had  for  almost  three  centuries  pre- 
vious been  a 'dependency  of  Spain.  For  two  decades  after  the 
declaration  of  their  independence  the  several  states  were  members 
of  a  centralized  government  known  as  the  United  PiYivinces 
of  Central  America.  The  causes  which  undermined  and  finaUy 
brought  about  the  disintegration  of  the  federation  are  in  no  sense 
an  integral  part  of  this  discussion,  nor  is  it  necessary  to  recount 
the  various  reorganizations,  and  numerous  attempts  at  reorgan- 
ization, which  have  marked  the  checkered  career  of  these  states 
during  the  century  of  independence  now  closing.  The  hope  that 
a  single  flag  should  wave  over  a  federal  republic  has  never  long 
been  out  of  mind  in  one  or  more  of  these  countries. 

To  plunge  ^^in  medias  res" — By  covenant  signed  in  San  Jos£, 
Costa  Rica,  on  January  19  of  this  year  (1921),  the  states  of 
Guatemala,  Salvador,  Honduras,  and  Costa  Rica  agreed  to  form 
a  federation  to  be  known  as  the  Republic  of  Central  America. 
Nicaragua  was  represented  at  this  preliminary  conference  but 
declined  to  sign  the  agreement  because  the  state  did  not  wish  to 
impair  her  treaty-making  powers,  under  the  arrangement  with  the 
United  States  regarding  a  canal  across  her  territory.  Costa 
Rica,  too,  failed  by  a  narrow  margin  to  ratify  the  covenant  signed 
by  its  delegates.  On  September  9  last,  however,  in  Tegucigalpa, 
the  capital  of  Honduras,  a  constitution  was  signed  which  united 
the  three  states  of  Guatemala,  Honduras,  and  Salvador  into  a 
sovereign  and  independent  federation  to  be  known  as  the  Republic 
of  Central  America.  Such  a  federation  has  been  functioning 
since  October  1,  1921. 

So  much  for  the  historical  facts  as  a  setting.  The  political 
provisions  in  the  new  state  I  may  omit  entirely.  The  question 
for  discussion  here  is  rather:  Does  the  economic  environment 
in  the  Central  American  states  justify  federation,  and  if  so,  what 
phases  of  national  development  will  federation  promote? 

The  new  republic  has  a  population  of  over  4,000,000.  Racially 
and  economically  the  peoples  now  in  the  union,  as  well  as  those  of 
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the  two  states  which  have  not  yet  joined,  are  bound  together  by 
ties  centuries  old.  The  governing  classes  in  all  of  the  states  are 
of  Latin  origin — descendants  of  Spanish  colonists.  The  governed 
classes,  with  all  their  various  proportions  of  whites,  Indians,  lad- 
inos,  and  other  mixtures,  show  remarkable  similarity  in  religion, 
interests,  aptitude,  and  native  ability.  Economically  all  the 
countries  are  confronted  with  the  same  problems — ^the  develop- 
ment of  their  natural  resources,  which  are  largely  agricultural, 
and  the  creation  of  facilities  for  placing  their  products  more 
readily  in  the  hands  of  the  ultimate  consumers,  either  at  home 
or  abroad.  And  from  foreign  countries  must  come  to  all  alike 
manufactured  products. 

The  development  and  exportation  of  Central  American  prod- 
ucts, and  the  resultant  importation  of  manufactured  articles 
rest  upon  certain  economic  bases:  (1)  the  creation  of  a  stable 
government,  (2)  the  reduction  of  government  expenses,  (8)  the 
reform  of  the  present  currency  and  banking  systems,  (4)  the 
creation  of  better  conditions  both  for  borrowers  and  lenders,  in 
foreign  investments,  (6)  the  development  of  transportation,  both 
railroad  and  shipping,  (6)  the  extension  and  stimulation  of  for- 
eign trade.  It  is  the  purpose  of  the  writer  to  regard  these  as  the 
economic  bases,  the  establishment  and  improvement  of  which  are 
made  more  feasible  by  the  new  federation,  and  indeed  justify  its 
existemse. 

One  of  the  greatest  hindrances  to  economic  development  in  Cen- 
tral America  during  the  past  hundred  years  has  been  instability 
of  government.  This  instability,  it  may  be  asserted,  is  political 
rather  than  economic.  But  government  is,  or  shotdd  be,  **for  the 
people'';  it  exists  merely  to  satisfy  national  wants.  In  Central 
American  states,  however,  government  has  only  too  often  existed 
chiefly  for  the  benefit  of  professional  politicians  who  by  revo- 
lution after  revolution  have  subverted  existing  regimes  only  to 
replace  them  by  others  equally  unstable.  The  Central  American 
mother  who,  pointing  with  pride  to  her  young  son,  said  that  he 
was  a  likely  boy  and  would  doubtless  grow  up  to  be  a  ^^good  re- 
volutionist,'' may  have  made  an  unconunon  assertion;  the  senti- 
ment unfortunately  is  only  too  common.  Nothing  will  contribute 
more  to  economic  advancement  in  this  territory  than  the  substitu- 
tion of  some  peaceftd  means  of  changing  governments  without  the 
subversive  and  costly  accompaniments  of  revolutionary  overthrow. 

In  this  matter  the  new  federation  has  a  wide  fieU  for  activity. 
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A  united  republic  of  even  three  states  can  do  much  to  give  its 
inhabitants  a  part  in  the  actual  manipulation  of  government,  and 
can  protect  the  life  and  property  of  both  natives  and  foreigners 
against  aggression  by  any  self-constituted  leader.  A  centralized 
government  may  inspire  or,  if  necessary,  compel  a  spirit  of  com- 
promise and  respect  for  a  minority — something  unknown  to  re- 
volutionary leaders.  This  inability  to  maintain  a  stable  govern- 
ment in  the  past  not  only  retarded  social  and  economic  progress ; 
it  has  jeopardized  even  national  existence.  Incapacity  or  inabil- 
ity to  secure  to  the  life  and  property  of  foreigners  that  pro- 
tection which  modern  international  law  demands,  endangers  both 
the  sovereignty  and  the  territorial  integrity  of  weak  nations. 

The  encroachments  of  foreign  nations  will  have  no  justification 
if  the  new  federation  can  demonstrate  that  the  central  govern- 
ment is  permanently  in  control,  and  that  this  control  can  be 
changed  only  by  the  will  of  the  people,  expressed  in  a  legal  election. 
With  an  illiteracy  running  from  50  to  85  per  cent,  this  means  a 
campaign  for  better  education ;  with  land  holdings  largely  in  the 
hands  of  the  wealthy  it  means  a  new  policy  of  farm  ownership; 
with  a  people  little  accustomed  to  government  control  or  to  legal 
restriction,  it  means  an  entire  reorganization  of  civic  life.  This 
is  indeed  a  task  of  no  mean  proportion.  But  if  accomplished  by 
the  new  federation,  stabilization  of  government  will  be  the  first 
step  toward  a  social  and  economic  development  previously  un- 
known to  this  region. 

But  stable  government  alone  will  not  introduce  a  millenium. 
Such  a  government  must  pay  its  way.  In  the  reduction  of  ex- 
penses the  hew  state  may  find  a  second  economic  basis  which  will 
justify  its  existence. 

The  heaviest  expenses  of  Central  American  governments  in  the 
past  have  been  incurred  for  military  purposes.  The  constitution 
of  the  new  state  proposes  that  the  army  shall  be  exclusively  under 
the  orders  of  the  central  Federal  Council  and  that  the  separate 
states  shall  maintain  a  police  force  only.  It  is  declared  to  be 
"necessary  and  expedient  that  the  Federation  should  reduce  arma- 
ments and  armies  to  the  strictly  necessary  so  as  to  return  hands 
to  farming  and  manufacturing."  Such  a  program,  if  faithfully 
carried  out,  should  reduce  the  total  cost  of  military  forces  for 
the  whole  federation  to  less  than  it  has  been  for  any  of  the  individ- 
ual member  states.  To  this  financial  advantage  the  constitution 
rightly  adds  the  great  economic  advantage  that  will  accrue  when 
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men  whose  business  as  soldiers  has  been  destruction  are  returned 
to  fields  of  production.  A  further  reduction  of  expenses  will 
come  from  the  elimination  of  many  petty  officials  at  home,  and  of 
foreign  representatives  abroad.  The  latter  are  justifiable  but 
expensive;  the  former  have  been  largely  "plum-pickers"  whose 
only  justification  has  been  that  they  kept  out  of  office  another 
horde  equally  greedy.  It  is  in  the  power  of  an  efficient  Federa- 
tion to  abolish  this  nuisance. 

The  failure  of  Central  American  revenues  and  expenditures  to 
balance,  however,  has  not  been  due  solely  to  the  extravagance  of 
the  expenditures.  Much  of  the  difficulty  may  be  laid  at  the  door 
of  inadequate  and  inefficient  collection  of  revenues.  Tax  systems 
are  notoriously  deficient,  and  even  the  sums  collected  often  find 
their  way  into  channels  entirely  different  from  those  originally 
intended.  Too  much  power  over  public  money  has  lain  in  the 
hands  of  reckless  presidents  and  subservient  congresses.  These 
conditions  the  new  central  government  can  rectify  (1)  by  includ- 
ing in  the  tax  lists  much  taxable  property  and  many  taxable 
persons  that  have  hitherto  known  how  to  evade  payment,  and  (2) 
by  dedicating  public  funds  to  public  purposes. 

In  connection  with  the  reform  of  public  finance  the  new  state  is 
planning  a  revision  of  the  currency  and  banking  systems,  for  which 
purpose  a  special  committee  has  been  appointed.  Guatemala  and 
Honduras  are  still  on  a  silver  basis  and  the  peso  of  each  country 
fluctuates  according  to  the  commercial  value  of  silver.  Salvador, 
with  a  gold  standard,  has  a  different  unit,  the  colon.  Monetary 
conditions  within  all  of  the  countries  are  bad.  The  circulating 
medimn  is  old,  dilapidated,  and  inadequate  for  the  necessities  of 
exchange.  Specie  has  largely  been  driven  from  use  by  printing 
presses  that  have  worked  overtime.  These  conditions  hamper 
domestic  business,  retard  trade  intercourse  among  the  different 
countries,  and  have  involved  Central  American  exchanges  in  fluc- 
tuations which  render  foreign  business  transactions  precarious. 
The  fluctuation  in  the  value  of  national  monies  has  had  an  import- 
ant bearing  too  on  the  payment  of  government  expenses,  sjnce  so 
much  of  the  national  income  must  be  used  to  pay  interest  on  for- 
eign indebtedness.  With  the  price  of  silver  rapidly  declining 
after  1890,  receipts  from  import  or  export  duties  in  silver  remain- 
ed more  or  less  constant,  while  payments  of  interest  on  foreign 
debt  increased  enormously  when  depreciated  and  depreciating  sil- 
ver in  the  government  coffers  had  to  be  converted  into  gold.     If 
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the  new  Federation  will  establish  a  common  monetary  unit  with 
a  gold  standard,  reestablish  paper  currency  with  an  adequate 
reserve,  and  inaugurate  a  banking  system  which  aims  to  serve 
business  interests,  it  will  be  taking  a  long  step  toward  the  promo- 
tion of  economic  welfare. 

Thus  far  we  have  been  considering  interests  which  the  Federa- 
tion may  promote  by  attention  to  domestic  problems.  But  the 
welfare  of  Central  American  states  is  closely  bound  up  with 
nations  outside  of  the  Isthmus.  With  the  exception  of  mining 
resources,  the  prosperity  of  every  part  of  the  territory  depends 
upon  products  of  the  soil.  Coffee,  fruit,  sugar,  hides,  rubber, 
cacao,  and  lumber  are,  and  of  necessity  will  be,  the  life  blood  of 
progress  to  this  region.  But  these  are  already  produced  in  quan- 
tities far  larger  than  domestic  markets  can  absorb.  They  must, 
therefore,  be  sold  abroad.  On  the  other  hand,  no  country  in 
Central  America  is  a  manufacturing  center,  nor  indeed  ever  will 
be.  The  ^'law  of  comparative  cost"  decrees  that  this  region  shall 
find  its  highest  economic  possibilities  in  producing  from  the  soil 
for  export  and  in  importing  in  return  foreign  manufactures. 
Central  America  can  never  be  self-sufficient.  This  implies  foreign 
trade  and,  in  countries  as  undeveloped  as  these  are,  foreign  invest- 
ments. 

The  potential  wealth  of  the  new  state  is  enormous  and  the 
world  wants  the  products  of  its  plantations  and  forests.  Central 
American  agriculture  is,  of  course,  no  stranger  to  foreign  capital 
but  the  amounts  invested  are  small  compared  with  the  possibilities. 
The  task  of  the  Federation  will  be  to  improve  the  conditions  under 
which  the  states  obtain  this  capital,  and  to  afford  the  lending 
nations  that  security  without  which  money  hesitates  to  leave 
home.  The  present  undeveloped  state  of  the  territory  is  largely 
due  to  a  failure  to  obtain  on  favorable  terms  the  means  of 
developing  resources,  and  of  providing  adequate  transportation 
facilities  for  exporting  and  importing. 

Hartley  Withers  has  well  said :  "No  one  who  writes  of  inter- 
national finance  runs  any  risk  of  being  ^gravelled  for  lack  of 
matter.'  "  The  story  of  foreign  loans  to  these  countries  is  a  long 
and  sad  one.  It  is  a  tale  of  ruinous  rates  of  interest ;  a  story  of 
borrowings  whose  proceeds  have  been  reduced  half  by  scandalous- 
ly high  commissions,  greed  of  local  officials,  or  manipulations  of 
unscrupulous  speculators.  From  1867-1870  Honduras  contract- 
ed loans  in  London  and  Paris  to  the  amount  of  X6,898,670,  bear- 
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ing  from  5  to  10  per  cent  interest,  to  build  a  transcontinental 
railroad  from  Puerto  Cortez  to  the  Gulf  of  Fonseca.  But  the 
greater  part  of  this  loan  was  divided  between  officials  of  the 
republic  and  the  promoters,  so  that  less  than  fifty  miles  of  rail- 
road were  actually  built.  And  these  loans  were  made  in  the  face 
of  the  fact  that  for  forty  years  previous  to  1867  the  Republic 
of  Honduras  had  defaulted  in  its  portion  (amounting  to  only 
X27,200)  of  a  loan  issued  in  1825  to  the  Federal  States  of  Cen- 
tral America.  When  a  sovereign  state  which  has  for  forty  years 
been  in  default  of  a  payment  of  £lfiS2  per  year  negotiates  a 
foreign  loan  calling  for  an  annual  payment  one  hundred  times 
that  amoimt,  there  is  either  unusual  temerity  on  the  part  of  the 
issuing  house  or  there  are  profits  that  accrue  outside  of  the  cus- 
tomary channels.  On  one  occasion  a  Central  American  state 
agreed  to  pay  in  interest  on  foreign  bonds  20  per  cent  more  than 
the  annual  revenue  of  the  country.  Nor  have  all  the  misfortunes 
connected  with  foreign  borrowings  come  from  high  rates  of  inter- 
est or  from  proceeds  discounted  by  greed  or  dishonesty.  With  a 
strong  government  undeveloped  resources  often  borrow  foreign 
capitiQ;  with  a  weak  government  foreign  capital  frequently  bor- 
rows the  resources.  From  this  the  Isthmus  has  suffered.  Much 
of  the  east  coast  is,  in  language,  industry,  and  business  practices, 
more  foreign  to  its  own  capital  cities  than  to  the  United  States 
or  certain  European  countries.  Foreign  capital  has  too  often 
spelled  foreign  control. 

But  there  is  another  side  to  this  picture.  The  unfortunate 
conditions  of  foreign  loans  are  not  due  solely  to  the  cupidity  of 
lenders  from  across  the  sea.  The  states  themselves  are  largely 
to  blame  for  their  financial  straits.  High  interest  rates  and 
heavily  discounted  proceeds  are  a  natural  and  justifiable  business 
practice  when  there  is  the  gravest  doubt  about  the  payment  of 
any  interest  at  all,  or  even  the  return  of  the  principal.  On  a 
foreign  debt  of  Honduras,  amounting  to  <£5,898,570,  as  stated 
above,  the  arrears  of  interest,  January  1,  1921,  had  risen  to 
^22,826,112,  or  almost  four  times  the  principal  sum.  No  inter- 
est has  been  paid  since  1872.  International  financiers  do  not 
rush  in  where  angels  fear  to  tread,  at  least  not  without  exacting 
something  for  their  risks.  The  financial  history  of  Guatemala 
shows  that  the  country  defaulted  on  its  share  of  the  debt  of  the 
first  federation  of  Central  America  from  1826  to  1866,  that  after 
a  loan  of  £500,000  had  been  made  in  1869  both  this  and  the  pre- 
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▼ious  debts  went  into  default  in  1876.  Refunded  in  1888  with  a 
i^uced  principal^  the  government  again  defaulted  in  1894.  With 
i^uction  after  reduction  of  the  principal  in  refunding  operations, 
a  new  loan  was  arranged  in  1895  to  be  financed  by  a  tax  of  $1.50 
gold  on  each  bag  of  coffee  exported.  But  three  years  later  the 
stipulated  tax  was  reduced,  and  the  custom  receipts  from  it  were 
appropriated  for  other  purposes.  No  interest  at  all  was  paid 
from  1898  to  1918. 

But  capital  must  be  secured  abroad.  Industrial  development 
is  impossible  without  it.  The  greatest  export  industry  of  the 
Isthmus — ^the  banana  industry — ^is  solely  the  development  of  a 
single  American  corporation — ^the  United  Fruit  Company.  Gua- 
temala has  been  called,  from  a  financial  point  of  view,  a  Grerman 
colony.  Federation  can  perform  a  worthy  service  by  giving  the 
new  state  such  standing  among  the  nations  of  the  world  as  will 
allure  funds  for  the  extension  of  industrial  life.  Transportation 
needs  similar  help.  Such  meager  facilities  as  exist  are  due  to 
foreign  investments,  and  much  needed  extensions  can  come  only 
from  outside  loans.  Tegucigalpa,  the  capital  of  the  new  republic, 
has  no  railroad  connection  with  either  coast.  To  be  sure  this 
city  is  connected  to  San  Lorenzo,  at  the  Gulf  of  Fonseca  on  the 
Pacific,  by  the  finest  automobile  highway  in  Central  America,  but 
the  juicy  ten  cents  a  mile  paid  to  our  lawmakers  journeying  to 
legislative  gatherings  would  lose  their  juiciness  for  the  delegates 
to  the  Federal  Council  from  the  several  states  when  the  eighty-one 
miles  by  automobile  cost  thirteen  cents  gold  per  mile.  Transcon- 
tinental railroads  have  been  the  dream  of  every  state  in  this 
region,  and  their  partial  realization  has  cost  millions.  Guatemala 
possesses  such  a  railroad,  yet  elsewhere  in  that  country,  as  well 
as  in  Salvador,  and  Honduras,  transportation  is  still  largely  car- 
ried on  by  ox-carts  or  mules.  Railroad  builders  in  this  territory 
have  taken  thought  for  bananas  rather  than  beings.  Indeed, 
often  the  easiest  and  quickest  route  from  one  Central  American 
country  to  another  is  via  a  Gulf  port  of  the  United  States. 
Letters  from  San  Francisco  to  some  of  these  countries  require 
more  time,  and  are  less  certain  of  delivery,  than  if  destined  for 
Hong  Kong  or  Constantinople. 

Why  weary  with  details?  If  the  new  federated  government  can 
guarantee,  and  substantiate  its  guarantee,  that  foreign  loans  will 
not  be  repudiated  or  swallowed  up  by  greed  and  dishonesty,  that 
interest  will  be  paid  in  full,  and  that  money  loaned  will  be  used  to 
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build  ap  the  mdustrieav  on  this  one  economic  basis  it  will  justify 
its  existence. 

But  all  economic  roads  in  Central  America  lead  to  foreign 
trade.  Stable  government,  the  reduction  of  national  expenses, 
the  ^improvement  of  conditions  pertaining  to  foreign  loans,  the 
establishment  of  adequate  transportation  are  only  steps  in  the 
right  direction.  Their  full  fruition  will  come  when  the  level  of 
living  of  these  people  is  raised  by  the  introduction  of  modern 
conunodities  and  services  purchased  through  the  sale  abroad  of 
surplus  products.  No  federating  of  states  can  change  the  char- 
acter of  the  products.  But  in  a  region  which  nature  has  so 
richly  endowed,  the  possibilities  of  expanding  the  exports  and 
consequently  the  imports  are  practically  unlimited.  Let  the  cen- 
tral authorities  assure  the  farmer  that  his  cattle  will  not  become 
the  prey  of  a  band  of  marauders,  and  this  region  will  become  one 
of  the  meat  producing  areas  of  the  world ;  let  it  be  made  possible 
for  silver,  gold,  and  other  minerals  to  reach  the  lanes  of  commerce 
by  rail  instead  of  on  the  heads  of  Indians  or  the  backs  of  mules, 
and  mining  will  develop ;  let  the  valuable  woods,  so  useful  in  mod- 
em commerce,  find  a  way  to  reach  manufacturing  centers  without 
traveling  for  days  at  prohibitive  cost  over  roads  knee  deep  in  mud, 
and  lumbering  will  flourish.  On  the  other  hand,  let  textiles, 
machinery,  flour,  boots  and  shoes,  mining  materials,  chemicals, 
electric  equipment,  hardware,  and  hundreds  of  manufactured  pro- 
ducts find  a  way  to  reach  the  common  people,  and  the  economic 
awakening  of  Central  America  is  at  hand.  Vexatious  tariff  duties 
now  hinder  imports  and  hamper  trade.  These  duties,  together 
with  fees,  licenses,  business  taxes,  petty  regulations,  and  lack  of 
transportation,  now  boost  the  selling  price  of  the  foreign  product 
to  from  three  to  five  times  the  original  cost.  If  the  new  com- 
mittee appointed  to  unify  the  tariff  laws  of  the  different  states  can 
establish  a  common  tariff,  permitting  ready  entrance  to  foreign 
products  and  promoting  their  circulation  from  country  to  coun- 
try within  the  Republic,  if  it  can  abolish  the  artificial  hindrances 
to  business  enterprise,  the  present  foreign  trade  both  in  exports 
and  imports  will  be  doubled  or  trebled. 

Do  the  economic  bases  of  Central  American  life  justify  federa- 
tion? They  do.  The  problems  of  development  here  presented 
are  fundamental  and  still  await  solution ;  but  a  single  nation  of 
five  states,  or  even  of  the  present  three,  with  a  united  front  and 
a  uniform  policy  in  commerce  and  diplomacy,  will  gain  a  world 
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position  far  superior  to  any  which  petty  individual  states,  separ- 
ated by  the  mutual  jealousies  and  hostilities  of  former  days,  can 
ever  hope  to  attain.  Such  a  position  resulting  from  union  spells 
progress.  The  future  alone  will  determine  the  success  of  this  new 
Federation. 


ROUND  TABLE  CONFERENCE  ON  THE  TEACHING  OF 
ELEMENTARY  ECONOMICS 

E.  L.  BoGABT,  Chairman 

The  Round  Table  on  Wednesday  afternoon  on  the  Teaching 
of  Elementary  Economics  was  attended  by  a  large  gathering. 
In  this  meeting  the  first  four  speakers  presented,  in  an  informal 
way,  remarks  which  they  had  been  asked  in  advance  to  prepare. 
After  these  set  speeches  there  was  a  general  discussion.  The 
following  summary  is  based  upon  notes  taken  by  the  chairman. 

H.  L.  LuTZ,  Oberlin,  spoke  of  the  aims  and  objectives  of  the 
course  in  elementary  economics.  These  appear  to  depend  largely  upon 
the  character  of  the  coarse  to  be  taught,  and  the  previous  training 
and  background  of  the  students  themselves.  Professor  Luta  stated  as 
his  conclusion,  after  some  years  of  observation,  that  the  students  are 
not  ready  to  undertake  the  study  of  elementary  economics,  using  such 
a  text  as  Taussig's  Principle*,  before  the  Sophomore  year. 

For  such  students  as  be  bad  come  in  contact  with  he  found  the 
following  propositions  to  be  true:  (1 )  They  lack,  generally  speaking, 
the  background  of  knowledge  of  the  details  of  our  fundamental  eco- 
nomic processes,  and  of  the  structure  of  mdoem  industrial  society. 
This  is  a  new  world  to  many  of  them,  in  which  even  the  terms  and 
concepts  so  familiar  to  us  are  foreign  to  their  previous  experience. 
(2)  Most  of  these  students  do  not  intend  to  become  specialists  in  the 
subject.  Their  principal  interests  are  elsewhere,  and  they  are  taking 
one  or  more  courses  in  economics  as  a  part  of  a  well-rounded  educa- 
tion. (8)  Whatever  their  special  interests  may  be  in  college  or  in 
after  life,  they  have  discovered  that  they  must  of  necessity  become 
citisens,  and  must  look  forward  to  assuming  their  part  of  the  respon- 
sibilities that  accompany  this  privilege. 

Having  in  mind  these  needs  of  the  students  whom  we  are  called  upon 
to  teach,  we  may  discern  at  least  three  principal  objectives  of  the 
course:  (1)  The  course  must  be  sufficiently  concrete  and  descriptive 
to  give  the  student  some  familiarity  with  our  economic  institutions, 
as  well  as  with  the  terms  and  concepts  of  the  science.  (2)  The 
student  must  be  trained,  as  well  as  may  be,  in  the  method  and  the 
character  of  economic  reasoning.  These  are  in  such  marked  contrast 
with  the  exact  reasoning  and  rigid  proof  of  the  sciences  which  he  has 
hitherto  studied  that  he  is  likely,  at  first,  to  be  skeptical  of  the  results 
which  we  reach.  Economics,  properly  taught,  becomes  an  excellent 
discipline  in  the  development  of  judgment.  (8)  The  end  and  goal  of 
all  our  teaching  must  be  the  development  of  better  citiaens.     The 


178  American  Economic  Association 

teaching  of  economics^  therefore^  must  contribute  to  this  end  or  it 
fails  in  its  highest  purpose. 

H.  T.  C0LLINO84  University  of  Pennsylvania,  discussed  briefly  the 
"Content  of  the  Course"  in  elementary  economics,  as  given  in  the 
Wharton  School.  The  course  in  elementary  economics  is  taken  by 
Freshmen.  The  class  of  about  1000  is  divided  into  three  groups  of 
from  800  to  850  for  lecture  purposes — one  hour  per  week.  The 
students,  divided  into  85  recitation  sections,  meet  twice  a  week  under 
the  direction  of  nine  instructors.  The  work,  therefore,  consists  of 
one  hour  of  lecture  and  two  hours  of  recitation  each  week  throughout 
the  year. 

A  different  text  is  used  each  year  in  order  to  avoid  getting  into  ruts 
in  questions  and  examinations.  In  addition  to  this  book  supplementary 
texts  are  used,  of  each  of  which  there  are  about  100  copies  in  the 
Library.  From  these  are  assigned  ten  to  thirty  pages  per  week^ 
according  as  the  material  in  them  fits  in  with  the  subject  under  dis* 
cussion.  Besides  this  the  students  are  given  each  week  from  one  to 
fifteen  pages  of  mimeographed  material  taken  from  newspapers,  maga- 
Bines,  or  other  texts,  with  a  view  to  making  the  course  more  interesting 
by  presenting  material  concerning  present  day  economic  problems. 
There  are  also  mimeographed  each  week  from  ten  to  twenty  questions 
dealing  with  the  lecture,  the  class  text,  or  the  supplementary  readings. 
These  questions  in  the  hands  of  the  students  form  the  basis  for  much 
of  the  class  discussion. 

The  content  of  both  lecture  and  recitation  is  governed  largely  by 
the  method  of  approach.  Economics  is  regarded  as  the  science  of 
business,  and  its  principles  are  approached  from  the  business  point  of 
view,  thus  emphasis  is  laid  upon  the  business  side  rather  than  upon  the 
sociological  or  psychological. 

The  lecture  each  week  deals  with  a  single  subject  such  as  land, 
money,  profits,  etc.,  even  though  the  text  used  may  not  treat  such 
topics  separately  and  specifically.  The  subject  is  considered  under 
three  or  four  subheads,  each  of  which  deals  with  some  principle 
relative  to  the  matter  in  hand.  These  subheads  are  expanded  by  the 
presentation  of  business  phenomena,  particularly  illustrating  the  vari- 
ous phases  of  the  subject.  At  the  close  of  the  term  a  mimeographed 
sheet  is  placed  in  the  hands  of  each  student,  giving  each  of  the  subjects 
in  the  order  of  presentation,  together  with  an  indication  of  all  assign- 
ments in  texts  and  supplementary  material,  so  that  the  student  may 
have  before  him  an  outline  of  the  content  of  the  course  and  may  see 
the  relation  of  each  subject  considered  to  such  general  fields  as  pro- 
duction, exchange,  and  distribution. 

Less  need  be  said  with  reference  to  the  content  of  the  recitatioB. 
The  endeavor  in  the  two  recitation  hours  each  week  is  to  encourage 
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the  students  to  discuss  the  basic  principles^  to  see  their  application  in 
business^  and  to  understand  their  connection  with  business  life.  The 
recitation  endeavors  to  avoid  controversial  matter;  hair-splitting  dis- 
tinctions are  omitted  since  it  is  believed  that  these  have  no  place  in  an 
introductory  course. 

The  entire  content  of  the  course  is  so  organised  that  all  sections 
have  the  same  lecture^  the  same  text  assignments^  and  the  same  supple- 
mentary material  and  questions  each  week.  All  classes^  too^  take  the 
same  examination  at  the  end  of  the  month  and  at  the  end  of  the  term. 
So  much  uniformity  seems  necessary  with  a  large  group  of  students 
taught  by  nine  or  ten  different  instructors.  It  should  be  added^  how- 
ever, that  beyond  this  uniformity  of  content  the  teaching  in  the  various 
sections  is  entirely  individual.  In  the  Wharton  School,  therefore,  the 
aim  is  to  use  the  combined  knowledge  to  make  a  uniform  course  as 
far  as  its  content  is  concerned,  but  each  instructor  is  left  entirely  free 
to  present  this  material  in  the  way  which  his  training  and  personality 
dictate. 

C.  O.  RuoGLEB,  Ohio  State  University,  in  discussing  the  teaching  of 
the  elementary  course  said  that  it  is  advantageous  to  consider,  first, 
the  place  of  the  study  in  the  curriculum;  second,  the  content  of  the 
course;  and  third,  the  method  of  teaching. 

It  would  appear,  he  said,  that  we  have  reached  a  point  where  we 
ought  to  give  some  work  in  elementary  economics  in  the  Freshman 
year.  Indeed  if  we  are  to  have  voters  practicing  in  the  field  of  applied 
economics,  it  will  be  necessary  to  introduce  some  study  of  elementary 
economics  into  the  secondary  schools.  This  does  not  mean  that  we 
are  to  take  what  has  been  recognised  as  a  proper  course  for  college 
Sophomores  and  give  it  to  Freshmen  and  to  those  in  the  secondary 
schools.  Btit  it  does  mean  that  students  of  economics  ought  to  be 
giving  serious  consideration  to  the  preparation  of  materials  that  will 
be  suitable  for  the  secondary  schools  and  for  college  Freshmen. 

It  is  sometimes  urged  that  the  elementary  course  should  not  attempt 
to  cover  so  many  topics;  that  a  more  intensive  study  of  some  phases 
of  the  subject  would  be  better.  This  would  be  a  very  good  plan  if 
all  students  were  to  take  the  advanced  courses.  If  there  is  to  be  a 
course  in  the  Freshman  year  it  might  be  possible  to  make  some  reorgan- 
isation of  the  work  so  as  to  give  a  more  general  survey  in  the  Freshman 
year,  followed  by  a  more  intensive  course  in  the  Sophomore  year. 
But  if  nothing  is  given  in  the  Freshman  year,  the  course  for  Sopho- 
mores should  not  be  too  limited  in  scope.  Too  many  college  students 
drop  out  before  they  become  Juniors,  and  the  curriculum  ought  to  be 
ao  arranged  that  a  student  will  have  had  a  course  furnishing  him  an 
introduction  to  the  general  field  of  economics  by  the  time  he  has  had 
two  years  in  college.     If  it  is  necessary  now  to  apologise  for  suggest- 
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ing  that  a  student  ought  possibly  to  have  work  in  the  principles 
of  economics  both  in  the  Freshman  and  Sophomore  years,  it  will  not 
be  necessary  much  longer. 

As  to  the  method  of  teaching  the  elementary  course,  it  would  appear 
from  our  experience,  especially  in  recent  years  with  very  large  classes, 
that  the  lecture  method  is  of  very  little  value.  It  may,  however,  be 
advantageous  to  have  class  schedules  arranged  so  that  all  students 
taking  tiie  elementary  course  can  be  called  together  at  the  same  hour 
for  uniform  examinations.  If  the  reply  is  made  that  it  is  expensive 
to  handle  large  elementary  classes  in  small  sections,  it  ought  to  be 
appreciated  that  educational  institutions  now  spend  large  amounts 
for  equipment,  instructors,  and  laboratory  assistants  in  science,  and 
therefore  those  responsible  for  results  in  the  field  of  the  social 
sciences  may  insist  on  a  sufficient  amount  of  individual  work  on  the 
part  of  students  taking  the  course  to  accomplish  satisfactory  results. 

It  would  appear,  too,  that  the  very  large  numbers  now  taking 
elementary  economics  should  give  opportunity  to  select,  through  intelli- 
gence tests,  the  students  who  can  be  given  a  course  much  more  difficult 
than  can  be  given  to  all  students.  This  is  particularly  important  in 
state  universities  where  students  from  some  of  the  colleges  are  required 
to  take  the  work  while  those  from  other  colleges  may  elect  it.  Any 
one  who  has  had  experience  with  alphabetical  sections  of  a  thousand 
sucli  students  will  doubtless  feel  that  there  is  something  of  promise 
in  the  plan  here  suggested. 

The  social  significance  of  the  study  of  elementary  economics  justi- 
fies careful  consideration  of  the  possibilities  of  its  introduction  even 
into  secondary  education  and  warrants  the  demand  for  sufficient  funds 
to  offer  it  in  a  satisfactory  manner  in  our  universities. 

Professor  E.  E.  Day,  Harvard,  referring^  to  ProfesjA)r  Ruggles' 
suggestion  that  students  in  the  elementary  course  be  classified  on  the 
basis  of  some  sort  of  intelligence  test,  and  assigned  to  sections  accord- 
ingly, first  spoke  briefly  regarding  the  special  sections  which  are 
organized  in  the  elementary  course  at  Harvard.  For  six  or  seven 
years  it  has  been  the  practice,  he  said,  to  segregate  toward  the  end 
of  the  first  semester  the  men  whose  records  have  indicated  that  they 
have  a  reasonable  chance  of  obtaining  a  final  "A"  (highest  grade) 
in  the  course.  These  twenty-odd  best  men  have  been  placed  in  a 
separate  section,  in  the  conduct  of  which  there  has  been  full  recognition 
of  the  unusual  capacity  of  the  men.  From  time  to  time  during  the  year 
additional  men  are  transferred  to  this  special  section  as  they  show 
that  they  have  a  chance  of  obtaining  a  final  "A".  Toward  the  end  of 
the  year  the  section  sometimes  enrolls  as  many  as  thirty  men.  In 
view  of  the  character  of  the  section  it  has  been  possible  to  wgrk  much 
more  rapidly  through  the  easier  material  and  to  devote  the  bulk  of 
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tlie  time  to  the  more  difficnlt  portions  of  the  work.  Furtfaexmoi^ 
weekly  tests  which  are  given  in  the  other  sections  have  been  largely 
given  up  in  this  special,  so-called  "AA"  section.  The  plan  has  worked 
admirably  from  the  start.  It  not  only  gives  the  men  in  the  special 
section  instruction  much  better  adapted  to  their  needs,  bnt  stimnfaiies 
interest  among  a  large  nmnber  of  the  better  men  in  the  coarse  who 
definitely  seek  to  make  the  "AA"  section. 

In  one  year  a  similar  plan  was  adopted  for  the  twenty-five  poorest 
men  who  survived  the  mid-year  examination.  In  this  section,  as  in 
the  other,  special  methods  of  instruction  were  adopted  and  found  to 
be  more  effective  than  those  employed  for  the  customary  section.  The 
plan  undoubtedly  obtained  results  in  enabling  a  number  of  men  to  pass 
the  course  who  otherwise  would  have  failed,  but  after  careful  con- 
sideration of  the  whole  experiment  it  was  judged  to  be  an  uneconomic 
use  of  the  Department's  resources  and  the  special  section  has  never 
again  been  adopted  for  low-grade  men.  Professor  Day  seemed  to 
think  that  excellent  results  are  to  be  obtained  from  a  moderate  amount 
of  classification  and  segregation  at  the  top,  but  that  the  principle 
cannot  profitably  be  extended  to  include  all  students  enrolled  in  the 
elementary  course. 

Some  difference  of  opinion  having  appeared  regarding  the  proper 
place  of  the  elementary  course  in  the  collegiate  curriculum,  Professor 
Day  ventured  to  suggest  that  the  experience  at  Harvard  has  seemed 
to  demonstrate  unmistakably  that  college  men  do  a  better  grade  of 
work  in  elementary  economic  principles,  and  obtain  distinctly  more 
from  the  instruction,  after  having  had  a  full  year  of  college  work. 
This  does  not  mean  that  the  elementary  course  cannot  be  profitably 
taken  by  first-year  college  students;  but  where  it  is  safe  to  assume 
that  the  studnts  will  elect  the  subject  as  freely  in  their  second  year 
as  in  their  first,  it  seems  preferable  for  them  to  defer  taking  the  course 
nntfl  their  second  year,  particularly  if  the  course  can  follow  systematic 
instruction  in  more  general  social  science  during  the  first  year.  It  is 
certainly  to  be  hoped  that  effective  instruction  in  social  science  can 
be  worked  back  into  the  earlier  years  of  the  educational  system. 
Professor  Day  was  of  the  opinion  tliat  an  attempt  should  be  made  to 
carry  social  studies  back  at  least  to  the  start  of  secondary  school 
work.  This  does  not  imply,  that  deferment  of  the  work  in  elementary 
principles  is  not  desirable  in  the  organization  of  the  college  curriculum. 
In  Professor  Day's  judgment  the  course  in  elementary  economics  is 
placed  better  in  the  Sophomore,  than  in  the  Freshman,  year. 

Professor  Day  devoted  the  major  part  of  his  time  to  strong  recom- 
mendation of  experiment  with  the  case  or  problem  method  in  the  teach- 
ing of  elementary  economics.  He  warned  against  any  confusion  between 
the  case,  or  problem,  method  and  the  use  of  books  of  selected  ma- 
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terials.  As  an  illustration  of  case  or  problem  work  he  outlined  a 
problem  in  the  determination  of  competitive  value  with  special  refer- 
ence to  the  influence  of  cost  of  production.  The  illustrative  problem 
had  to  do  particularly  with  an  application  addressed  to  the  Federal 
Trade  Commission  in  1919  by  the  Western  Association  of  Rolled  Steel 
Consumers  for  a  complaint  against  the  United  States  Steel  Corpora- 
tion and  certain  independent  companies  because  of  the  common  practice 
of  quoting  steel  prices  throughout  the  country  on  the  basis  of  the 
prevailing  Pittsburgh  price^  plus  an  amount  equal  to  the  freight  on  the 
products  from  Pittsburgh  to  the  point  of  destination.  Professor  Day 
indicated  how  such  a  concrete  case  might  be  made  the  basis  of  a  dis- 
cussion of  important  economic  factors  and  their  interaction  in  the 
determination  of  market  price.  In  his  judgment  such  a  case  might 
be  made  to  lend  much  greater  concreteness  to  abstract  economic  prin- 
ciples. Furthermore,  the  method  has  the  great  merit  of  connecting 
the  classroom  work  with  the  known  and  ascertainable  interests  of  the 
typical  undergraduate.  It  was  Professor  Day's  idea  that,  in  the  solu- 
tion of  the  problems,  students  should  have  the  use  of  standard  texts 
and  of  a  considerable  amount  of  supplementary  material.  The  method 
would  differ  fundamentally  from  the  customary  use  of  the  standard 
text  in  that  instruction  would  center  about  the  solution  of  a  problem 
placed  in  the  hands  of  students,  with  no  advance  class-room  indication 
of  the  correct  solution.  Undoubtedly,  the  collection  of  satisfactory 
case  material  is  a  laborious  and  expensive  undertaking,  but  an  abund- 
ance of  material  exists  in  the  reports  of  various  public  commissions, 
labor  adjustment  boards,  tax  authorities,  trade  associations,  and  less 
formal  agencies.  While  it  may  not  be  feasible  to  introduce  the  method 
in  full  in  any  particular  course,  it  was  Professor  Day's  opinion  that 
systematic  trial  of  the  method  should  be  undertaken  as  early  as  possible 
and  the  effects  of  the  change  in  method  carefully  examined  and,  if 
possible,  measured. 

H.  D.  DozisR^  Dartmouth  College,  stated  that  it  was  the  practice 
in  Dartmouth  to  give  Freshmen  a  preparatory  course  in  economics 
and  then  in  the  Sophomore  year  to  give  them  a  course  in  the  princi- 
ples. The  Freshmen  are  given  a  course  in  citizenship  as  a  founda^ 
tional  course  upon  which  the  more  advanced  courses  in  all  the  social 
sciences  are  based.  He  then  asked  Mr.  Graham,  who  taught  this 
course  last  year  at  Dartmouth,  to  explain  it  more  fully. 

Frank  D.  Graham,  Dartmouth  College,  stated  that  the  course  in 
Citizenship  had  been  started  the  previous  year  as  an  experiment,  but 
that  it  had  worked  very  well  and  had  served  to  stimulate  the  interest 
of  the  students.  The  problem  method  was  followed  and  an  effort 
made  to  present  to  the  students  live  issues,  approaching  them  from 
the  standpoint  of  good  citizenship.     Last  year  they  had  taken  up  in 
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claM  the  issues  presented  in  the  presidential  campaign^  and  had  used 
material  from  newspapers  and  magazines  which  dealt  with  this  subject. 
The  steel  strike^  in  its  various  aspects,  had  also  been  used  as  the  basis 
of  discussions,  and  had  served  to  introduce  many  economic  principles. 

Mr.  J.  L.  McCaskey,  mechanical  engineer,  Westinghouse  Electrical 
and  Manufacturing  Company,  Pittsburgh,  made  a  plea  for  the  teach- 
ing of  economics  as  the  best  possible  training  in  citizenship.  There 
is  a  strong  demand  for  training  in  this  subject  on  the  part  of  people 
who  do  not  have  the  opportunity  to  attend  college.  The  plan  was 
tried  in  the  Westinghouse  Company  of  having  the  workingmen  partic- 
ipate in  the  management,  but  it  was  soon  discovered  that  the  delegates 
of  the  workingmen  knew  no  economics  and  did  not  understand  the 
problems  presented.  They  were  told  that  they  should  study  this 
subject,  but  they  could  not  be  persuaded  to  go  to  the  Carnegie  Institute 
of  Technology  or  to  the  University  of  Pittsburg  or  to  lectures  given 
by  men  in  these  institutions.  It  therefore  became  necessary  to  give 
instruction  in  economics  to  the  men  in  the  plant.  This  has  been  done 
by  the  construction  of  a  large  wall  screen  on  rollers,  on  which  were 
presented  by  means  of  charts  and  graphs  and  other  devices  the  im- 
portant economic  facts  of  production,  exchange,  and  distribution.  It 
was  found  that  by  this  method  even  the  illiterate  men  in  the  plant 
were  able  to  understand  the  material  presented,  and  that  all  took  a 
great  interest  in  the  course. 

J.  B.  Thompson^  Maryland,  State  College,  stated  that  at  his  institu- 
tion they  had  to  teach  not  only  business  students,  as  was  true  of  the 
University  of  Pennsylvania,  but  students  from  every  school  in  the 
college,  and  that,  therefore,  the  principles  of  economics  must  be  pre- 
sented from  the  social  standpoint  rather  than  from  the  business  stand- 
point. The  great  difficulty  which  they  had  experienced  in  teaching 
large  elementary  classes  was  that  of  checking  up  the  work  and  keeping 
the  students  busy.  In  order  to  do  that  they  gave  short  bi-weekly  tests 
in  which  a  student  would  be  asked  to  write  for  perhaps  ten  minutes 
on  some  one  question  covered  by  the  day's  assignment.  He  also  advo- 
cated the  giving  out  of  problem  questions  by  the  lecturer,  which  might 
be  dictated,  for  the  students  to  answer.  Written  quizzes  of  not  more 
than  fifteen  minutes  were  later  given  in  which  four  questions  of  those 
given  out  were  to  be  answered.  The  student  would  usually  write  not 
more  than  one  sheet,  which  could  be  easily  read  and  graded  by  the 
instructor.  As  to  the  problem  method,  he  thought  there  was  great 
difficulty  in  obtaining  problems  that  were  interesting  to  all  the  students. 

D.  T.  Clark^  Williams  College,  spoke  of  the  problem  method  of 
instruction.  He  stated  that  Professor  Day  had  anticipated  the  chief 
objection  to  the  problem  or  case  method  by  saying  that  a  systematic 
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treatise  on  economics  was  to  be  placed  in  the  hands  of  the  students 
and  that  they  were  required  to  consult  it  fully.  Without  some  such 
guide  the  student  would  be  apt  to  flounder.  The  subject  of  economics 
is  a  most  important  one  in  a  democracy^  as  an  understanding  of  its 
principles  is  an  essential  condition  to  good  citizenship.  Since  many 
students  never  go  to  college^  the  subject  should  be  taught  in  the  high 
schools  and  even^  he  thought^  in  the  grade  schools.  So  far  as  the 
teaching  of  economics  in  college  is  concerned,  he  agreed  with  Pro- 
fessor Day  that  the  Sophomores  would  understand  this  abstract,  phil- 
osophical subject  better  than  Freshmen.  Just  where  the  course  should 
be  placed  in  a  student's  curriculum  would,  however,  depend  upon  how 
much  time  he  could  give  to  the  subject.  In  ^Williams  College,  it  was 
formerly  given  to  Juniors,  but  in  the  last  two  or  three  years  it  had 
been  offered  as  a  Sophomore  subject.  Before  he  concluded,  Mr.  Clark 
said  that  he  would  like  to  address  questions  to  two  of  the  previous 
speakers.  Of  Professor  Collings  he  wished  to  ask  whether  the  aim  at 
the  University  of  Pennsylvania  was  to  study  business  from  the  social 
standpoint.  He  agreed  with  Mr.  McCaskey  that  economics  should  be 
taught  to  workingmen,  but  of  him  he  wished  to  ask  what  kind  of  eco- 
nomics they  taught  to  workingmen. 

Professor  Collings  stated,  in  reply  to  Professor  Clark's  question, 
that  at  the  Wharton  School  they  taught  welfare  and  not  price  eco- 
nomics. Since  the  students  had  four  years  of  work  in  this  field, 
however,  many  of  the  courses  which  they  took  were  technical  or  semi- 
professional. 

Mr.  McCaskey  stated  that  the  aim  of  the  instruction  given  by  the 
Westinghouse  Company  was  to  develop  better  citizens  and  also  to 
acquaint  the  men  with  business  conditions.  He  believed  that  knowl- 
edge of  economic  principles  tended  to  the  development  of  a  higher 
civilization.  They  had  found  that  a  full  explanation  of  the  processes 
of  production  made  the  men  understand  the  economic  loss  involved 
in  restriction  of  output.  He  thought  that  the  course  acted  as  an  anti- 
dote to  socialism. 

Francis  Tyson^  University  of  Pittsburgh,  said  that  the  previous 
year  his  department  had  adopted  at  Pittsburgh  a  two-year  plan  for  the 
teaching  of  elementary  economics,  of  which  the  first  year  embraced 
commercial  geography  and  economic  history  and  the  second  year  a 
course  in  the  principles.  In  this  way  they  provided  the  student  first 
with  a  background  and  with  a  foundation  of  industrial  facts.  During 
the  previous  summer  there  had  been  a  reorganization  of  the  economics 
courses  and  at  present  they  are  experimenting  with  a  new  course. 
This  is  a  gateway  course  called  Human  Progress,  which  gives  a  survey 
of  most  of  the  economic  progress  down  to  the  present  time.  It  was 
found  that  this  course  heightened  the  interest  of  the  students  and  he 
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believed  that  it  would  prove  a  valuable  introduction  to  the  course  in 
the  principles  of  economics.  The  course  was  given  to  the  Freshmen 
and  they  had  found  it  desirable  to  have  a  so-called  Director  of  Fresh- 
men to  hold  conferences  with  the  students  for  the  purpose  of  illu- 
minating the  course.  In  conclusion,  he  hoped  that  a  plan  might  be 
devised  by  which  the  teachers  in  different  institutions  could  pool  their 
experiences  and  exchange  material  used  in  conducting  the  courses  in 
elementary  economics. 

Professor  Day  replied  to  this  that  he  had  talked  of  the  matter  of 
cooperative  action  in  the  way  of  getting  out  problem  material  or  of 
exchanging  experiences  with  Dean  L.  C.  Marshall  of  the  University 
of  Chicago,  and  they  agreed  that  the  matter  called  for  joint  action. 
In  order  to  assist  this  movement,  the  Journal  of  Political  Economy 
plaimed  to  publish  some  sample  case  material,  but  he  feared  that  such 
a  method,  desirable  as  it  was,  would  not  accomplish  the  desired  pur- 
pose in  a  reasonable  time.  If  such  cooperative  work  is  to  be  under- 
taken along  these  lines,  it  needs  the  appointment  of  a  committee  to 
organize  it  and  guide  it  through. 

Professor  Ruggles  stated  that  at  the  Cleveland  meeting  of  the  Na- 
tional Education  Association  a  plan  had  been  arranged  by  which 
teachers  in  the  secondary  schools  can  exchange  classroom  material. 
Any  snch  plan  must,  however,  be  organized  on  a  comprehensive  scale 
if  it  is  to  be  efficient. 
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THE  CHAIN  STORE  GROCER 
By  Alfred  H.  Bsckmann 

The  well-organized  Chain  Store  Grocer  has  proven  an  evolution  in 
merchandising^  and  developed  an  industry  which  today  occupies  a 
most  important  place  in  the  distribution  of  food  products  and  grocery 
specialties  for  the  producer  or  manufacturer,  and  to  the  consumer. 

The  purpose  of  the  National  Chain  Store  Grocer's  Association  of 
the  United  States  is  to  assist  in  elevating  the  industry;  to  oppose  im- 
proper methods  and  illegitimate  practices  inimical  to  the  right  conduct 
of  business  that  honest  and  open  competition  may  prevail;  to  assist  in 
the  enactment  and  enforcement  of  federal  and  state  Pure  Food  laws, 
which  in  their  operation  shall  deal  justly  with  the  rights  of  consumers 
and  the  trade;  to  foster  the  adoption  and  enforcement  throughout  the 
United  States  of  uniform  laws  upon  commercial  subjects;  and,  last 
but  not  least,  to  make  possible  a  low  cost  to  the  consumer. 

There  are  less  than  seventy-five  responsible  Chain  Grocery  Store 
organizations,  operating  not  over  fifty  thousand  chain  stores,  in  the 
United  States.  There  are  some  so-called  buying  exchanges  and  co- 
operative associations  which  in  the  main  do  not  conduct  their  business 
as  merchants,  and  tend  to  invite  the  innocent  public's  money  without 
any  stable  foundation  to  produce  legitimate  returns.  Most  of  these 
are  short-lived  because  of  their  inability  to  function  properly  for  the 
investor,  for  the  producer  or  manufacturer,  and  to  the  consumer. 

The  development  of  the  chain  grocery  industry  is  only  in  its  infancy 
and  has  great  possibilities  under  efficient  and  economic  management, 
with  which  must  necessarily  be  coupled  proper  service  for  the  producer 
or  manufacturer  and  low  costs  and  good  values  to  the  consumer. 

High-class  merchandise,  efficiency  in  service,  quick  turn-over  and 
the  cash  and  carry  system,  are  the  essential  elements  which  tend  to 
develop  the  chain  grocery  store  industry  and  these  elements  prevail  in 
the  well-conducted  chain  grocery  store  organization. 

When  it  is  considered  that  the  chain  store  grocery  is  of  only  recent 
origin,  compared  to  other  channels  of  distribution,  it  is  not  surprising 
that  there  are  some  interests  which  deplore  the  development  and 
efficiency  of  the  chain  store  grocer,  yet  when  ANY  avenue  of  distribu- 
tion ceases  to  function  economically  for  the  producer  or  manufacturer 
and  especially  to  the  ultimate  consumer,  it  retards  its  own  progress 
and  hastens  the  development  of  the  other. 

Chain  grocery  store  organizations,  properly  conducted,  perform  the 
function  of  both  wholesaler  and  retailer,  though  eliminating  a  consid- 
erable overhead  expense,  enabling  the  passing  on  of  a  low  cost  to  the 
consumer. 


Marketing  187 

The  chain  store  grocer  seldom  stocks  many  Tarions  and  conflicting 
brands  of  the  same  food  product^  but  concentrates  his  efforts  on  one  or 
two  brands  and  keeps  up  a  free  and  continuous  movement  on  them^ 
though  always  mindful  of  the  consumer's  demand. 

In  selling  to  responsible  chain  grocery  store  organisations^  the 
manufacturer  eliminates  a  considerable  overhead  expense,  in  the  cost 
of  traveling  salesmen  and  so-called  specialty  salesmen.  The  average 
quantity  purchased  by  responsible  chain  grocery  store  organisations 
is  QsuaUy  much  larger  than  that  purchased  by  so-called  wholesale 
grocers  or  jobbers.  The  buying  is  done  at  the  headquarters  of  the 
chain  grocery  store  organization,  without  any  sales  expense  on  the 
part  of  the  manufacturer  or  producer.  Where  chain  store  organisa- 
tions operate  in  different  sections  of  the  country,  they  usually  have 
warehouse  facilities  which  enable  them  to  assemble  their  supplies 
direct  from  the  manufacturer  and  redistribute  to  the  individual  stores 
at  a  lesser  cost  than  applies  otherwise,  considering  freight  and  cartage. 

The  consumer  can  and  does  obtain  a  low  cost  through  the  ability 
of  the  chain  store  to  buy  direct  in  larger  quantities.  The  chain  store 
grocer  turns  his  stock  over  from  twelve  to  twenty-five  times  per  annum, 
sells  for  cash,  makes  no  deliveries,  and  the  consumer  is  saved  an  aver- 
age of  15  per  cent  in  buying,  due  to  the  efficiency  of  the  home  of  the 
chain  store  organisation. 

Values  compare  most  favorably,  in  that  the  chain  store  grocer  can- 
not prosper  unless  he  supplies  the  best  of  what  the  public  demands, 
and  carries  such  articles  as  the  consumer  calls  for.  Further,  some 
chain  grocery  store  organisations  manufacture  a  great  many  of  the 
products  which  they  sell.  Some  of  the  larger  ones  can  milk,  bake 
bread,  can  tomatoes,  peas,  etc. ;  manufacture  flavoring  extracts,  cocoa 
and  chocolate,  macaroni,  spaghetti  and  noodles;  grind  spices,  bottle 
vinegar  and  olives,  manufacture  anmionia,  bluing  and  very  many  other 
articles  necessary  in  the  home,  which  does  not  apply  to  so-called 
wholesale  grocers  as  they  would  not  be  assured  of  their  outlet  as  is 
a  large  chain  grocery  store  organization. 

That  the  consumer  receives  the  benefit  of  low  costs  in  buying  from 
the  chain  store  is  proven  by  reason  of  its  many  units ;  it  is  able  to  buy 
car  lots  where  the  individually  owned  grocery  can  only  buy  in  small 
quantities,  and  by  the  further  fact  that  there  is  scarcely  a  chain  gro- 
cery store  organisation  making  a  greater  net  profit  than  8  per  cent  on 
its  sales,  while  the  so-called  retail  grocers  claim — ^and  it  is  so  contended 
by  them — ^that  their  gross  margin  must  be  80  per  cent  to  make  any 
money,  while  the  chain  store  grocer's  average  gross  cost  of  conducting 
business  is  between  18^/4  P^'  ^^^^  lowest  and  18^^  per  cent  highest. 

The  turnover  in  the  chain  store  occurs  much  oftener  than  in  the 
regular  retail  grocery  store,  therefore  the  goods  are  fresher;  and  the 


188  American  Ecanojnic  Aisociation 

rigid  system  of  deanliness  keeps  the  store  in  perfect  condition.  The 
chain  store  has  fostered  the  package  idea,  and  the  days  of  the  outside 
display — such  as  the  open  mackerel  tub,  molasses  barrel,  loose  crack- 
ers (idl  subject  to  exposure  and  germs)  and  the  old-fashioned  saw- 
dust on  the  floor — ^are  things  of  the  past,  especiaUy  for  sanitary 
reasons. 

One  of  the  great  advantages,  as  we  see  it,  of  the  chain  store  today, 
is  that  the  majority  of  them  put  a  price  tag  on  every  article  of  mer- 
chandise they  sell — ^the  children  are  treated  just  the  same  as  the  grown 
people,  there  is  no  attempt  to  overcharge.  Another  fact  is  that  cus- 
tomers having  to  carry  their  merchandise  with  them  do  not  overbuy, 
and  the  chain  store  idea  has  more  and  more  made  a  shopper  of  the 
housewife;  she  is  glad  to  go  from  store  to  store,  seeing  where  she  can 
save  a  cent  or  two  per  pound  on  butter  or  three  cents  per  doaen  on 
eggs,  or  a  cent  or  two  on  canned  goods,  etc.  All  this  tends  to  economy, 
not  only  In  her  mode  of  living  as  far  as  the  food  and  household  articles 
are  concerned,  but  we  think  develops  in  her  an  idea  of  economy  which 
she  practices  in  all  other  pursuits  of  her  life. 

The  credit  end  of  the  ordinary  retail  grocer  is,  of  course,  an  extrava- 
gance breeder,  and  encourages  unnecessary  and  unwarranted  buying, 
not  only  at  the  expense  of  the  consumer  but  of  the  retaUer  as  well, 
as  the  grocery  bill  generally  is  paid  reluctantly  if  at  all,  and  is  largely 
the  cause  of  the  many  failures  of  retail  grocers. 

Public  appreciation  of  the  chain  grocery  store  is  rapidly  growing. 
Ten  years  ago  it  was  estimated  that  chain  stores  in  what  is  known  as 
the  Metropolitan  District  of  New  York  did  about  12^  per  cent  of 
the  volume  of  business  in  their  line,  whUe  today  it  is  estimated  at 
about  60  per  cent.  It  has  worked  out  an  economic  problem  for  the 
housewife;  she  no  longer  demands  service,  using  the  telephone  for 
every  order,  however  small,  as  she  knows  she  is  able  to  buy  so  much 
better  in  the  chain  stores  for  cash  than  she  can  from  the  ordinary 
retail  grocery  stores,  and  she  is  willing  to  forego  the  service  and  antic- 
ipates her  wants.  The  chain  store  grocer  has  been  able  to  pay  his 
manager  a  living  wage  and  is  therefore  attracting  the  better  class  of 
men.  Their  intelligence  is  being  passed  on  to  the  consumer  who  in 
this  way  is  taught  the  value  of  certain  food  products,  either  nationally 
advertised  or  manufactured  or  distributed  by  the  chain  stores. 

The  wholesale  grocer  serves  as  a  merchandise  and  financial  banker 
for  the  retailer  and  is  indispensable  to  the  retailer  in  some  sections  of 
the  country,  while  the  retailer  serves  the  consumer^  though  at  an  added 
cost,  where  no  chain  store  grocer  operates. 

It  is  estimated  that  there  are  about  4000  wholesale  and  850,000 
retail  grocers  in  the  United  States.  The  850,000  retail  grocers  are 
a  number  larger  than  is  necessary  to  properly  and  economically  serve 
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the  consumer^  and  the  ap-to-date  retailers  have  long  ago  realized  this 
as  proving  a  detriment  to  the  industry. 

Unfortunately,  75  per  cent  of  the  so-called  retail  grocers  are  not 
merchants;  they  don't  know  how  to  figure  cost  or  sales  expense,  and 
as  8  rule  don't  know  how  to  attract  trade. 

The  average  retailer,  or  rather  the  majority  of  small  retailers — 
and  they  are  in  the  majority — ^have  as  a  rule  very  little  capital  when 
they  enter  business,  and  the  wholesale  grocer  extends  a  line  of  credit 
in  addition  to  furnishing  the  opening  stock.  Immediately  that  retailer 
is  established,  he  is  called  upon  by  the  salesmen  of  other  wholesale 
grocers — ^a  duplication  of  overhead  expense  and  the  wholesaler  who 
is  really  entitled  to  all  that  retailer's  business  finds  his  sales  diminish- 
ing, and  is  obliged  to  wait  the  pleasure  of  the  retailer  for  payments 
on  goods  purchased,  ranging  from  30  to  60  days  or  even  longer, 
farther  emphasizing  the  credit  evil.  Not  less  than  75  per  cent  of 
retail  grocers  require  credit  accommodation  of  the  wholesale  grocer, 
while  the  chain  store  grocer  both  buys  and  sells  for  cash. 

The  chain  store  grocer  is  entitled  to  the  same  or  better  recognition 
than  is  the  so-called  wholesaler  or  jobber,  not  only  because  he  buys 
in  larger  quantities  than  does  any  other  medium  of  distribution,  but 
because  he  performs  the  function  of  both  wholesaler  and  retailer, 
distributing  his  purchases  from  warehouse  stocks  direct  to  the  con- 
sumer, through  his  retail  stores  wherever  located. 

Because  the  consumer  pays  cash  and  carries  home  his  purchases, 
he  is  entitled  to  a  lower  cost  than  where  a  charge  account  and  tele- 
phone and  delivery  service  prevail;  and  the  low  cost  should  govern 
in  all  cases,  including  such  products  as  are  marked  by  manufacturers 
and  prdoucers  at  a  certain  price  for  re-sale,  or  an  implied  or  so- 
called  "suggested"  resale  price.  No  distributor  should  be  compelled 
to  obtain  an  unreasonable  profit  from  the  consumer  when  the  distrib- 
utor's operating  cost  warrants  only  a  reasonable  profit,  and  with  which 
such  distributor  is  satisfied. 

Some  manufacturers  of  so-called  grocery  specialties  have  expressed 
themselves  as  being  fearful  that  eventually  the  chain  store  grocer 
organizations  would  exploit  their  own  brands  in  competition  with 
regular  so-ealled  factory  brands,  and  that  this,  to  some  extent,  was 
a  reason  for  not  encouraging  the  chain  stores;  but  this  idea  is  ridi- 
culous and  does  not  even  bear  consideration.  First  of  all,  the  chain 
store  grocer  displays  best  for  the  manufacturer  and  proves  of  benefit 
to  the  consumer  because  he  carries  and  sells  what  the  consumer  calls 
for;  next,  the  supposed  fear  is  totally  unfounded  for  the  unassailable 
reason  that  practically  every  wholesale  grocer  in  the  United  States 
is  a  manufacturer  in  fact  though  not  in  name  and  exploits  his  private 
brands  in  competition  with  advertised  manufacturer's   brands — ^has 
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done  so  for  very  many  years  and  the  tendency  is  growing.  He  seeks 
to  have  the  retail  castomer  bay  his  private  brands  rather  than  the 
manafactarer's^  though  claims  to  be  THE  distribator  for  the  mann- 
facturer.  As  a  rule  the  compensation  from  the  manafactarer  to  the 
distributor  does  not  adequately  cover  the  cost  of  distribution  under 
existing  circumstances^  and  this  latter  is,  to  a  great  extent,  the  cause 
of  the  introduction  of  private  brands,  as  the  wholesaler  saves  a  large 
overhead  expensjs  in  advertising. 

In  summing  up,  I  might  say  that  the  Chain  Grocery  Store  repre- 
sents large  volume,  rapid  turn-over,  low  operating  costs,  good  values, 
efficiency  and  judicious  advertising.  It  is  here  to  stay,  because  the 
public  has  been  convinced  that  good  values  and  low  costs  may  be 
obtained  when  buying  from  well-organized  chain  grocery  stores. 

Summary  of  Discussion  bt  the  Chairman 

The  discussion  following  Mr.  Beckmann's  paper  on  Chain  Stores  in 
the  grocery  trade  brought  out  additional  information  about  the  chain 
store  method  of  retailing,  and  also  suggested  several  limitations  to 
the  future  development  of  such  stores. 

In  the  first  place,  the  saving  to  consumers  through  buying  at  chain 
stores  was  further  analyzed.  It  was  brought  out  that  the  gross  mar- 
gin obtained  by  a  chain  store  grocer  is  about  20  per  cent  of  sales, 
including  the  operation  of  both  the  retail  store  and  the  wholesale 
department.  The  corresponding  cost  of  handling  through  the  usual 
wholesale  grocer  and  individual  shop  is  about  80  per  cent  of  sales. 
This  means  that  the  chain  store  method  saves  about  10  per  cent  to 
the  consumer.  On  the  average,  an  article  that  is  sold  by  the  indi- 
vidual retail  shop  for  10  cents  can  be  sold  by  the  chain  store  for  9 
cents.  It  was  suggested  that  possibly  this  saving  is  not  sufficient  to 
cause  chain  stores  to  become  as  important  a  factor  in  merchandising  as 
many  people  seem  to  think. 

It  was  also  brought  out  that  chain  stores  developed  first  in  the 
East  and  have  only  been  gradually  spreading  westward,  and  that 
they  have  been  most  successful  where  population  is  fairly  dense.  It 
was  suggested  that  if  a  person  had  to  spend  time  and  money  to 
travel  to  a  chain  store  that  the  saving  is  not  very  substantial. 

Mr.  H.  C.  Marshall  of  the  United  States  Bureau  of  Markets  and 
Crop  Estimates  presented  a  few  preliminary  figures,  based  on  an 
investigation  that  his  Bureau  has  been  making  of  the  retail  meat 
business  for  several  months.  In  comparing  chain  meat  stores  with 
individual  meat  stores,  he  said  that  the  average  gross  margin  was 
less  than  one-half  of  one  per  cent  smaller  for  the  chain  store  than 
for  the  individual  store.  Each  had  a  gross  margin  of  about  19  per 
cent  of  sales.  He  said  that  the  net  profit  of  chain  stores  was  less 
than  8^  per  cent  of  sales,  and  that  the  chain  store's  cost  of  doing 
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business  is  nearly  2  per  cent  less  than  the  cost  of  doing  business  in  the 
individnal  store. 

It  was  further  brought  out  that  the  chain  store  method  of  doing 
business  is  not  so  applicable  to  the  meat  trade  as  it  is  to  the  dry 
grocery  trade;  firsts  because  there  is  not  the  same  opportunity  for 
standardization;  second^  because  the  individual  care  of  an  owner  of 
a  business  results  in  less  waste  than  operation  under  a  hired  manager; 
and  thirds  because  the  chain  store  system  in  the  meat  business  cannot 
combine  wholesaling  and  retailing  as  in  the  grocery  trade,  the  whole- 
saling function  in  the  meat  trade  being  performed  by  the  meat  packer. 

It  was  further  brought  out  by  various  speakers  that  chain  stores 
do  not  appear  to  have  much  if  any  advantage  in  handling  perishable 
goods.  Mr.  C.  C.  Parlin,  Manager  of  the  Coumiercial  Research 
Department  of  the  Curtis  Publishing  Company,  said  that  chain  stores 
bave  an  advantage  in  buying  and  in  administration,  and  that  they  do 
their  best  when  handling  simple  articles  such  as  packaged  and  canned 
goods,  but  not  so  well  in  handling  perishables.  They  handle  nation- 
ally advertised  lines.  Individual  retail  stores  must  meet  chain  store 
competition  by  improved  merchandising  methods.  When  well  man- 
aged, the  individual  store  offers  serious  competition  to  the  chain  store, 
especially  in  handling  perishables. 

The  savings  made  possible  by  chain  stores  were  rather  belittled  by 
Professor  B.  H.  Hibbard,  of  the  University  of  Wisconsin,  who  said 
that  the  housewife  does  not  have  time  to  go  shopping,  and  that  the 
telephone  is  an  instrument  which  saves  the  household  both  time  and 
money.  He  also  said  that  the  cost  of  delivery,  which  the  individual 
store  normally  has  to  include  in  its  selling  price,  is  a  service  which 
housewives  want,  and  one  which  costs  very  little  money  in  comparison 
with  its  value. 

It  was  brought  out  by  Professor  Paul  D.  Converse,  of  the  Univer- 
sity of  Pittsburgh,  that  chain  stores  turn  their  stock  over  much  more 
rapidly  than  do  individual  stores,  and  that  some  of  the  self-service 
stores  have  a  remarkably  low  cost  of  doing  business. 

It  seemed  to  be  the  general  feeling  of  the  meeting,  however,  that 
in  spite  of  the  well  recognized  economies  of  chain  store  operation,  the 
service  rendered  by  the  average  individual  store  will  continue  to  be 
demanded  by  a  very  large  proportion  of  the  housewives  of  the  country, 
and  that  the  desire  for  this  service  rather  serves  as  a  limitation  of  the 
field  of  the  chain  store,  which  is  usually  a  "cash  and  carry"  proposi- 
tion and  which  usually  handles  a  smaller  variety  of  articles. 

In  spite  of  these  limitations  the  various  speakers  did  not  question 
the  importance  of  chain  stores  or  the  salutary  effect  that  they  are 
having  in  improving  merchandising  methods  in  general  and  in  keep- 
ing prices  lower  than  they  otherwise  would  be. 


ROUND  TABLE  CONFERENCE  ON  THE  RELATION 
BETWEEN  ECONOMICS  AND  ETHICS 

Frank  H.  Knight,  Chairman 
(Note.    The  reports  are  all  condensed,  some  to  a  greater  extent  than  others.) 

The  Chairman.  It  is  hardly  the  proyince  of  the  economic  theorist 
or  the  proper  task  of  this  conference  to  attempt  to  settle  the  age-old 
qaestions  of  ethics,  to  discover  the  Summum  Bonum,  validate  the  con- 
cept of  Duty,  or  formulate  the  end  of  human  life.  But  from  the 
standpoint  merely  of  clearing  up  the  fundamental  conceptions  of 
economics  as  a  science  and  removing  ancient  sources  of  controversy 
and  misdirected  effort,  there  are  at  least  two  lines  of  argument  which 
show  the  necessity  for  an  economist  to  deal  also  with  ethical  problems. 

The  first  is  the  relation  between  theory  and  practice,  or  between 
science  and  art,  which  in  the  case  of  economics  presents  unusual  diffi- 
culties. It  is  doubtless  quite  generally  true  of  eve^y  science  that  its 
study  is  motivated  by  both  sorts  of  considerations,  the  quest  of  "truth 
for  its  own  sake"  and  the  desire  to  utilize  truth  in  improving  the 
conditions  of  life.  The  present  age  is  characterized  by  the  great 
emphasis  which  men  place  on  the  side  of  "results" — ^in  the  speaker's 
view  a  serious  over-emphasis — ^but  that  is  not  the  issue  here.  In  any 
case  few  of  us  would  insist  on  the  absolute  purity  of  the  scientific 
interest,  we  should  not  sympathize  with  the  mathematical  enthusiast 
who  concluded  his  demonstration  of  a  new  theorem  in  super-space  by 
thanking  God  that  no  one  could  make  any  use  of  the  result.  But  we 
do  have  to  struggle  against  the  Philistine  attitude  of  the  man  in  the 
street,  who  is  inclined  to  value  science  in  terms  merely  of  immediate 
convertibility  into  cash.  What  we  insist  on  is  the  practical  signifi- 
cance of  clear  thinking  and  the  necessity  of  pursuing  truth  without 
regard  to  specific  applications  if  we  are  to  realize  the  greatest  prac- 
tical results,  in  the  long  run. 

In  the  natural  sciences  this  principle  is  fairly  well  established  in 
the  minds  of  the  public,  or  that  part  of  it  which  thinks  at  all  and 
exerts  influence  in  affairs;  and  in  addition,  the  division  of  labor  be- 
tween pure  science  and  application  has  become  an  established  tradi- 
tion. In  the  social  sciences  this  happy  result  not  only  has  not  been 
attained,  but  probably  cannot  be  completely  realized.  The  natural 
sciences  do  not  have  to  justify  their  existence;  even  the  relatively 
uneducated  can  see  that  they  are  directed  toward  results  which  are  of 
general  interest  and  about  whose  practical  importance  there  is  no 
possibility  of  disagreement.  In  our  field  neither  of  these  facts  is 
obvious  to  conmion  sense.  It  is  difficult  to  tell  what  lines  of  investi- 
gation are  likely  to  be  "fruitful,"  and  there  is  no  agreement,  even 
among  experts,  as  to  the  kind  of  changes  it  is  desirable  to  have  brought 
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aboot.  Economists  mast  constantly  face  this  problem  of  objectives, 
in  gniding  their  researches  and  in  "selling"  the  results  to  the  pnblic, 
which,  under  democratic  institutions,  must  accept  and  more  or  less 
understand  them  if  they  are  to  be  fruitful  in  improving  the  conditions 
of  life.  The  practical  result  of  scientific  research  can  be  brought 
under  the  general  designation  of.  "increased  efficiency."  In  physics 
and  biology  we  know  what  we  mean  by  "efficiency,"  because  we  agree 
as  to  what  is  desirable,  but  the  notion  of  "social  efficiency"  raises  all 
the  problems  of  ethics.  It  is  nonsense  to  discuss  the  subject  (how- 
ever generally  it  has  been  done)  unless  some  definite  notion  of  stand- 
ards has  been  arrived  at.  Economists  who  pretend  to  eschew  ethical 
problems,  to  confine  themselves  to  "price  economics,"  or  contrast  price 
economics  and  welfare  economics,  or  pecuniary  and  social  efficiency, 
have  in  general  merely  worked  in  terms  of  unformulated,  unconscious 
ethical  standards,  and  hence,  in  the  literal  sense,  unintelligently. 

In  the  second  place,  the  concepts  or  quantities  with  which  any 
economics,  however  rigorously  scientific  its  viewpoint,  must  deal  are 
closely  bound  up  with  values,  in  the  ethical,  philosophical  sense.  It 
is  impossible  to  keep  the  idea  of  desire  or  preference,  as  a  brute  fact, 
free  from  critical  implications  as  to  what  "ought"  to  be,  unless  the 
theorist  has  very  clear  ideas  in  both  fields.  Thus  the  relation  between 
economics  and  ethics  brings  us  into  relation  with  a  third  science, 
psychology.  (Perhaps  the  main  issue  in  ethics  is  the  question  whether 
there  is  ultimately  any  meaning  for  "ought"  other  than  the  psycholo- 
gical fact  of  a  desire  or  preference.)  The  speaker  is  as  much  as  any 
one  can  be  in  favor  of  a  "scientific  economics,"  however  true  it  is 
that,  in  Ruskin's  familiar  words,  "there  is  no  wealth  but  life," — ^and 
this  principle  we  also  accept  in  its  entirety — ^we  must  pursue  truth 
for  the  love  of  truth  and  in  the  belief,  or  faith,  that  truth  wUl  make 
a  difference  to  life.  But  that  complete  division  of  labor  which  we 
find  in  the  natural  sciences  between  one  set  of  workers  carrying  on 
research  and  another  set  making  the  results  of  reseach  effective 
simply  cannot  be  realized  in  the  social  science  field.  What  can  be 
and  must  be  done  is  to  separate  the  ideas  of  truth  and  ethical  signifi- 
cance in  the  mind  of  the  worker  who  is  interested  in  and  understands 
both.  We  must  know  when  we  are  stating  facts  and  when  we  are 
passing  judgment,  and  must  make  it  unmistakably  clear  in  our  exposi- 
tion which  we  are  doing.  Only  through  such  an  understanding  and 
such  a  separation  can  economic  theory  come  into  its  own. 

A.  B.  Wolfe. — ^Economy  has  to  do  with  the  creation  and  utilisation 
of  opportunity.  Economics  therefore  should  be  quite  as  much  con- 
cerned with  the  economical  consumption  of  wealth  as  with  its  just 
distribution  or  its  efiicient  production.  But  economy  in  the  use  of 
wealth  cannot  be  measured  apart  from  the  uses  to  which  wealth  is 
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put,'  and  economy  here  must  be  defined  not  only  as  a  nice  adjustment 
of  means  to  ends,  but  as  such  choice  of  ends  as  secures  the  highest 
attainable  measure  of  welfare. 

A  non-ethical  economics  is  an  impossibility.  The  notion  of  a  scien- 
tific economics  divorced  from,  ethical  motivation  or  ethical  postulates 
is  a  delusion,  as  could  be  shown  by  examination  of  the  work  of  any  of 
the  various  schools. 

Economists  have  been  chary  of  ethics  because  of  their  idea  that 
ethics  is  not  and  cannot  be  objectively  scientific.  This  idea  is  proba- 
bly erroneous,  for  there  is  much  indication  that  a  scientific  ethics  as 
well  as  a  scientific  psychology  is  now  in  process  of  growth. 

From  the  deterministic  scientific  point  of  view  and  that  of  behavior- 
istic  psychology,  it  is  deducible  that  the  individual,  and  not  any  group 
or  institution,  such  for  instance  as  the  nation  or  "national  survival," 
is  the  end.  It  makes  little  difference  whether  we  make  "happiness" 
or  "self-expression"  the  measure  of  the  individual  as  end. 

In  either  case  an  essential  problem  in  economy  is  to  get  to  each  indi- 
vidual opportunity  in  proportion  to  his  potential  capacities.  Econo- 
mists should  take  stock  of  the  available  scientific  knowledge,  therefore, 
with  regard  to  the  distribution  of  capacity,  because  economy  demands 
that  opportunity  be  apportioned  where  it  wUl  do  the  most  good, 
proximately  in  "service,"  ultimately  in  self-expression  or  happiness. 

Both  the  legalistic,  vested-interest  criterion  and  the  dead-level 
democratic  criterion  of  distribution  of  opportunity  faU  because  they 
are  based  on  unscientific  preconceptions.  From  each  according  to 
his  capacities  and  to  each  according  to  his  capacities  constitutes  the 
final  ethico-economic  measure  of  efficient  distribution.  Distribution 
is  in  part  essentially  a  question  of  the  discovery,  development,  and 
utilization  of  human  resources. 

A  really  economical  economics  must  be  not  only  mechanistic  but 
teleological.  Human  life  is  a  matter  of  means  and  ends  or  purposes. 
It. is  teleological  as  well  as  mechanical,  and  it  is  a  misconception  of 
scientific  method  to  suppose  that  we  can  ignore  the  teleological  aspect 
of  our  subject.  The  mechanistic  analysis  of  the  detaU  and  machinery 
of  business  and  price  economics  is  relatively  superficial  and  futile 
without  an  equally  painstaking  and  objective  analysis  of  the  ends 
which  this  machinery  is  supposed  to  serve. 

The  continued  attempt  to  keep  ethics  and  economics  divorced,  and 
the  delusive  claim  that  they  are  divorced,  should  cease.  There  should 
be  at  least  a  respectable  number  of  economic  theorists  not  afraid  to 
grapple  with  fundamental  problems. 

H.  Gordon  Hayes. — As  I  see  it,  the  economist  has  two  functions  : 
(1)  to  explain  the  process  of  that  part  of  our  society  which  we  have 
defined  as  economic;  (2)  to  appraise  these  processes  from  the  point 
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of  view  of  their  fitness  to  serve  us.  There  are  those  who  would  have 
the  economist  confine  himself  to  the  first  of  these  two  functions^  leav- 
ing to  some  other  expert  the  task  of  evaluating  the  economic  processes. 
But  desirable  as  specialisation  is,  it  has,  obWouslj,  limitations  where 
synthesis  is  required.  One  might  perform  the  first  of  these  two 
functions  of  the  economist  without  performing  the  second,  but  the 
second  cannot  be  performed  apart  from  the  first.  Economic  process- 
es can  be  appraised  only  by  economists,  that  is,  by  persons  who 
understand  the  economic  processes.  And  the  function  of  appraisal 
cannot  be  left  unperformed.  But  economists,  of  course,  as  Davenport 
has  warned,  must  always  have  definitely  in  mind  which  one  of  the 
functions  is  being  performed  at  any  one  time. 

What  is  the  basis  for  the  appraisal  of  economic  processes  }  What  is 
the  test  of  economic  right  and  wrong?  One  basis  is  that  of  the 
rights  of  individuals.  To  illustrate,  John  Stuart  Mill  says,  "The 
foundation  of  the  whole  (the  right  of  private  property)  is  the  right 
of  producers  to  what  they  themselves  have  produced."  J.  B.  Clark 
in  his  Distribution  of  Wealth  assuAies  that  an  individual  is  of  right 
entitled  to  as  much  as,  but  only  as  much  as,  he  produces.  The  prob- 
lem of  justice  in  taxation  has  been  stated  almost  entirely  in  terms  of 
individual  relationships. 

This  philosophy  is  unsound.  Man  is  not  primarily  an  individual 
who  has  entered  into  certain  social  relationships.  He  is  primarily 
a  social  being.  His  rights  and  privileges  as  an  individual  grow  out 
from  the  social  center.  The  inversion  of  social  and  individual  rights 
and  privileges  is  well  illustrated  by  the  remark  of  Fichte  that  he  would 
not  tell  a  lie  to  save  the  unvierse  from  destruction,  whereas,  in  fact, 
we  distinguish  between  truth  and  falsehood  because  of  the  saving 
power  of  the  one  and  the  destructiveness  of  the  other.  Though  we 
may  be  unconscious  of  it,  our  acceptance  of  individual  rights  comes 
fnmi  the  social  importance  of  such  principles  of  conduct. 

Hence  the  first  question  relative  to  economic  justice  must  be.  What 
kind  of  society  do  we  want?  Establish  this  and  then  we  can  approve 
or  disapprove  of  particular  features  of  the  economic  system.  It  fol- 
lows from  this  that  no  part  of  our  economic  system  can  have  ethical 
validity  save  as  it  contributes  to  the  realization  of  what  is,  to  us,  a 
good  society.  Disagreement  as  to  the  marks  of  a  good  society  may 
be  expected.  But  it  is  only  on  the  basis  of  an  agreement  as  to  what 
is  desirable  that  we  can  make  decisions  as  to  economic  right  and 
wrong. 

Accordingly,  the  clarification  or  alteration  of  our  social  ideals  is 
of  great  moment.  Rules  of  conduct  both  formal  (legislative)  and 
informal  are  thereby  affected.  Much  of  our  economic  life  is  deter- 
mined by  the  market,  and  market  valuations  are  indicative  of  social 
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standards  or  ideals.  As  Professor  Coolej  shows,  we  bay  what  it  is 
socially  well  to  buy.  The  market  is  not  a  thing  apart — ^market  values 
are  but  a  reflex  of  social  evaluations. 

Clay  makes  much  of  the  point  that  market  price  does  not  indicate 
the  lines  that  it  is  best  for  production  to  follow.  That  all  market 
values  are  not  ethically  valid  is  patent.  But  this  is  not  an  indictment 
of  the  ideals  that  prevail  among  us.  If  Milton  got  only  from  $50 
to  $100  for  Paradise  Lost — ^a  point  made  by  Clay — ^this  sum  was  ex- 
pressive of  the  esteem  for  the  poem  as  compared  with  other  things  at 
that  time.  At  some  other  time  a  man  might  have  been  put  to  death 
for  having  written  such  a  poem^  and  at  still  some  other  time  he  might 
have  been  rewarded  handsomely  therefor  regardless  of  the  kind  of 
economic  society  that  prevailed. 

Clay  misses  the  point  by  insisting  that  inequality  of  income  makes 
market  valuation  an  unsafe  indicator  socially  for  production  to  follow. 
"Competition  must  be  not  merely  free  but  equal,"  he  says,  in  order  to 
offer  such  a  guide.  But  however  glaring  may  be  the  impropriety  in 
certain  cases  of  rich  men  outbidding  the  poor,  we  certainly  cannot 
say  that  it  is  inadvisable  to  serve  the  wants  of  certain  persons  more 
fully  than  we  serve  the  wants  of  other  persons  and  at  the  same  time 
defend  inequality  in  income.  The  logical  error  comes  in  not  keeping 
these  two  things  together.  It  is  apparently  easy  to  admit  that  A 
must'  be  paid  $5000  and  B  $2500  in  order  to  properly  place  them 
in  the  economic  society,  and  at  the  same  time  easy  to  deny  that  A 
should  be  allowed  to  outbid  B  in  the  market.  The  service  to  A  in 
such  a  case,  as  Professor  Taylor  puts  it,  is  twice  as  important  socially 
as  the  service  to  B  if  such  service  to  them  is  necessary  to  evoke  their 
respective  services.  Inequality  in  money  income  but  not  inequality 
in  real  income  is  ridiculous. 

The  unwise  spending  that  is  complained  of  does  not  come  from  the 
fact  that  incomes  are  unequal,  though,  to  be  sure,  the  larger  one's 
income  is  the  more  opportunity  he  has  to  spend  improperly.  The  poor 
as  well  as  the  rich  are  guilty  of  spending  unwisely.  And  both  are 
amenable  to  the  social  ideals  that  prevail.  It  is  through  their  alter- 
ation and  clarification  that  market  valuations  can  be  improved. 

By  way  of  illustration,  are  we  not  witnessing  just  such  an  alteration 
in  the  ideals  that  govern  the  labor  market? While  there  is  still  much 
to  hope  for,  the  past  few  years  have  marked  a  great  advance.  Cer- 
tain practices  are  no  longer  tolerable  to  a  great  and  growing  body 
of  employers.  This  suggests  possibilities  in  many  divisions  of  the 
market. 

G.  A.  Eleene. — It  is  an  ethical  question  we  have  to  consider, 
namely,  the  duty  of  the  economist.  This  I  take  to  be  the  cultivation 
of  a  descriptive  science,  free  from  moral  appraisals.     The  economist 
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should  be  ethical,  bat  not  his  science.  He  performs  his  dnty  and 
cooperates  in  the  collective  life  by  contributing  something  necessary 
and  something  which  others  conld  not  supply  so  well — positive  scien- 
tific knowledge  of  economic  phenomena.  It  seems  unlikely  that  there 
can  be  an  extensive  development  of  a  higher  or  "ethical"  or  "welfare 
economics"  that  is  really  economics.  Some  of  the  exponents  of  "wel- 
fare economics"  (Hobson,  ^^&y)  have  done  valuable  critical  work  in 
demonstrating  that  "price  economics"  does  not  cover  all  matters  of 
importance,  for  instance,  in  pointing  out  "costs"  of  great  significance 
to  human  welfare,  which  fail  to  get  their  due  in  the  market  place. 
The  constructive  efforts  of  "welfare  economics,"  however,  lie  mostly 
beyond  the  scope  of  economics,  and  so  far  as  they  are  to  take  non- 
emotional,  intellectualistic  form,  are  more  likely  to  employ  the  specu- 
lative methods  of  philosophy  than  the  scientific,  quantitative  analysis 
of  the  economist.     They  had  best  be  named  "social  philosophy." 

It  would,  of  course,  be  wrong  to  counsel  the  economist  against 
taking  part  in  human  affairs  which  have  an  ethical  aspect.  But  on 
such  occasions  he  should  discriminate  carefully  in  word  and  thought 
between  ethical  judgments  and  scientific  analysis.  A  considerable 
danger  of  confusing  ethics  and  economics,  and  of  lapsing  unconscious- 
ly into  ethical  appraisal,  lies  in  unperceived  implications  and  develop- 
ments of  the  terminology  of  economics.  They  tend  usually  in  the 
direciton  of  capitalist  apologetics.  Economic  terminology,  being  taken 
from  ordinary  speech,  is  not  wholly  free  from  the  tendency  of  popular 
thought  towards  praise  or  blame.  The  term  production,  for  instance, 
suggests  something  praiseworthy.  After  defining  it  as  "increasing 
of  utilities,"  we  try  to  guard  against  giving  it  our  blessing  by  declaring 
that  utilities  are  simply  things  desired,  whether  good  or  bad.  So 
defined,  our  concept  seems  safe  enough  to  serve  as  a  criterion  for 
classifying  occupations.  When,  however,  we  speak  of  increasing  pro- 
duction as  in  comparing  the  productivity  of  different  factors  or  com- 
binations, we  are  not  comparing  sums  of  utility  but  sums  of  exchange 
value.  We  have  no  warrant  for  assuming  that  exchange  values  are 
proportionate  to  their  utility.  They  have  back  of  them  utility  to 
different  persons,  and  utilities  to  different  persons  cannot  be  subjected 
to  a  common  measure  and  be  added  together  and  compared.  The 
logical  thing  is  to  go  back  and  change  our  definition  of  production  to 
"increasing  of  exchange  values."  Some  writers,  however,  bring  in  a 
mystical  idea  of  a  "social  value,"  which  becomes  objectified  in  the 
exchanges  of  the  market.  If  this  "social  value"  is  to  mean  value  to 
society,  we  seem  to  have  a  bit  of  apologetics  and  something  which 
will  not  bear  scientific  scrutiny.  Other  terms  which  we  should  inspect 
carefully  and  either  reject  or  define  in  such  manner  as  to  extinguish 
all  germs  of  ethical  valuation,  are  utility,  subjective  value,  importance 
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to^  cost^  abstinence,  earned  and  unearned.  For  the  term  "social/'  I 
should  suggest  such  words  as  collective,  group,  class,  or  national. 

Ethical  ideals  may  affect  economic  activities  and  the  results  are  a 
proper  sul^ject  for  positive  economic  analysis.  Economic  phenomena 
in  turn  may  affect  the  ethical.  The  study  of  this  aspect  of  ''economic 
determinism"  may  take  the  economist  beyond  his  boundaries,  but  we 
need  not  worry  much  about  boundaries  as  long  as  we  retain  the 
methods  of  science  and  abstain  from  establishing  norms  of  conduct. 

A  legitimate  and  inevitable  influence  of  ethics  on  economics  is  in 
determining  the  choice  of  subjects  for  economic  analysis.  The  in- 
creasing range  of  topics  considered  by  modem  students  of  ethics  may 
point  to  matters  not  yet  adequately  investigated  by  economists.  Take, 
for  instance,  the  subject  of  bargaining.  Does  not  individual  bargain- 
ing involve  certain  ethical  evils?  Does  collective  bargaining  stand 
on  higher  moral  ground?  Are  there  inevitable  evils  associated  with 
collective  bargaining  also?  In  view  of  what  ethical  examination  may 
reveal  in  regard  to  bargaining,  economists  may  be  moved  to  consider 
the  question  whethe^r  an  economic  organization  of  the  human  race 
is  conceivable  in  which  there  is  no  bargaining,  or  in  which  its  evils  can 
be  reduced  to  a  minimum.  Such  an  inquiry,  though  a  venture  into  the 
economics  of  Utopia,  would  be  highly  desirable  from  the  standpoint 
of  fundamental  economic  thinking. 

Jacob  Viner. — ^The  scrupulous  concern  lest  they  encroach  upon  the 
fields  of  other  sciences,  which  economists  often  express  in  their  theo- 
retical discussions  of  the  proper  relations  between  economics  and 
ethics,  is,  fortunately  for  the  value  of  their  work,  not  greatly  in  evi- 
dence in  their  actual  research  and  teaching.  Overlapping  is  inevit- 
able in  the  social  sciences  in  their  present  stage  of  development 
Economics,  although  most  outspoken  as  to  its  dangers,  is  no  less 
enterprising  than  the  allied  sciences  in  extending  the  range  of  its 
activities  extensively  as  well  as  intensively.  Economics,  it  is  true, 
has  no  direct  concern  with  the  analysis  of  the  processes  whereby  men 
acquire  a  consciousness  of  moral  obligation,  and  it  is  in  this  limited 
field  that  ethics  finds  the  bulk  of  its  subject  matter.  All  the  social 
sciences,  however,  take  into  account  "ethical  considerations"  in  the 
ordinary  meaning  of  the  term;  they  appraise  and  they  judge  as 
between  conflicting  programs  and  policies  affecting  human  welfare. 
Economic  welfare,  as  an  integral  and  important  part  of  general  wel- 
fare, is  the  peculiar  concern  of  economists;  and  to  the  extent  that  the 
final  determination  of  the  rightness  or  wrongness  of  g^ven  human 
activities  rests  upon  economic  considerations,  the  economist  is  in  the 
position  to  guide  opinion. 

The  fact  that  in  the  physical  sciences  ethical  considerations  play 
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no  part  has  little  bearing  for  the  economist.  "Scientific  method" 
connotes  different  things  in  the  field  of  the  social  sciences  from  those 
in  the  field  of  the  physical  sciences^  for  these  latter  are  not  value 
sciences,  and  are  not  immediately  concerned  with  the  evaluation  of 
human  behavior.  The  economist  should  not  refrain  from  making  his 
special  contribution  to  decisions  of  public  importance  because  of  a 
doctrinnaire  adherence  to  an  academic  standard  of  scientific  uninter- 
estedness  more  appropriate — or  less  wasteful — ^in  the  physical  labor- 
atory than  in  the  field  of  the  social  sciences.  The  whole  problem  now 
imder  discussion  is  virtually  of  little  importance,  however,  because, 
regardless  of  how  vociferous  the  economist  may  be  in  his  methodo- 
logical discussions  of  the  need  for  "purification"  of  his  science,  in  his 
practice  he  continues  to  strain  every  effort  to  make  it  socially  useful. 

Another  point  of  view,  not  given  its  due  attention  in  the  discussions 
by  economists  of  the  proper  relations  between  their  science  and  ethics, 
may  throw  new  light  on  the  problem.  The  range  of  data,  problems, 
and  points  of  view  of  economic  significance  is  too  great  to  be  subjected 
to  complete  and  thorough  analysis  and  investigation,  and  selection 
becomes  necessary.  The  basis  of  selection,  and  subsequently  the 
distribution  of  emphasiis,  must  rest  on  some  system  of  values  derived 
from  some  concept  as  to  the  function,  not  of  economics — for  it  may 
have  many  functions  or  may  not  require  any  functional  justification 
for  its  existence — ^but  of  the  economist.  There  suggest  themselves  at 
the  moment  three  possible  bases  of  selection  of  data  and  problems 
for  consideration,  arising  in  each  case  from  a  different  conception  of 
the  role  of  the  economist. 

The  economist  may  select  his  data  for  consideration  wholly  or 
mainly  on  the  basis  of  their  intellectual  appeal,  their  challenge  to  his 
mental  powers,  and  may  distribute  his  limited  energy  in  proportion 
to  the  degree  of  intellectual  tickle  the  various  problems  afford.  This 
basis  of  choice  leads  normally  to  a  scholastic  economics,  largely  mathe- 
matical in  character,  resting  on  a  few  general  assumptions  of  question- 
able factual  validity,  finding  its  chief  interest  in  the  construction  of 
new  permutations  and  combinations  of  syllogistic  legerdemain,  and 
having  little  ascertainable  relationship  to  actual  human  problems. 
Such  is  the  non-ethical  economics  par  excellence.  It  is  by  no  means 
worthless.  Its  satisfaction  of  the  sophisticated  craving  for  mental 
exercise  is  itself  a  distinct  contribution,  although  to  a  very  limited 
^roup.  Its  incidental  training  in  the  technique  of  deductive  logic 
becomes  valuable  when  applied  to  problems  of  actual  current  signifi- 
cance. Its  conclusions  often  afford  starting  points  for  the  investiga- 
tion of  real  problems.  Even  aside  from  all  other  considerations,  it 
can  find  weighty  justification  for  its  existence  in  the  historical  fact 
that  the  long-run  pragmatic  value  of  scientific  contributions  to  knowl- 
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edge  is  not  adequately  measured  by  the  degree  of  immediate  recogni- 
tion of  their  practical  significance. 

Or  the  economist  may  choose  his  problems  for  investigation  and 
select  his  material  for  instrnction  on  the  basis  of  their  probable  value 
in  training  the  young  idea  how  to  do  well  for  itself  in  industry^  or, 
more  generously,  how  to  do  well  for  industry  as  cogs  in  its  machinery. 
Such  is  the  logical  basis  for  the  selection  of  subject  material  and  the 
distribution  of  emphasis  in  vocational  economics.  Here  at  least  one 
ethical  consideration  appears  to  demand  constant  and  careful  atten- 
tion: namely,  that  arising  from  the  conflict  between  private  economic 
interest  and  public  economic  welfare. 

Filially,  the  economist  may  be  guided  in  his  selection  of  subject 
matter  for  investigation  and  in  his  distribution  of  emphasis  primarily 
by  frank  and  avowed  consideration  of  their  significance  in  the  deter- 
mination of  public  policy  with  respect  to  questions  affecting  gen- 
eral economic  welfare.  Such  a  basis  of  selection  leads  to  what 
may  be  called  without  apology  welfare  economics,  and  it  is  in  this 
field  that  general  economics  can  render  its  chief  service.  If  in  the 
course  of  his  investigations  the  economist  finds  it  essential  to  give 
attention  to  ethical  considerations,  or  to  take  into  account  the  ethical 
aspects  of  human  behavior,  he  need  only  remember  that  important 
problems  of  public  policy  may  be  none  the  less  economic  because  they 
are  ethical  problems,  to  find  sufficient  justification  for  making  apprais- 
als and  delivering  judgment.  That  he  must  endeavor  to  free  himself 
from  personal  or  class  bias  it  is  gratuitous  to  mention.  But  he  need 
not  fear  for  the  purity  of  the  science.  There  can  be  no  realistic 
"pure  economics"  until  economic  phases  of  human  behavior  and  of 
man's  environment  are  purified  from  contact  with  the  remaining  tex- 
ture of  reality. 

WiLLFORD  I.  King. — While  I  am  in  full  accord  with  the  view  ex- 
pressed by  other  speakers  that  economics  cannot  easily  be  taught 
without  at  the  same  time  setting  forth  certain  ethical  ideals,  I  do  not 
think  that  this  fact  in  any  way  justifies  the  belief  that  the  science  of 
economics  is  not  as  distinct  from  ethics  as  from  other  sciences.  One 
cannot  understand  economics  without  a  considerable  knowledge  of 
physics,  chemistry,  psychology,  meteorology,  and  perhaps,  as  Profes- 
sor Moore  has  suggested,  astronomy.  But  economics  is  not  psychol- 
ogy or  meteorology  any  more  than  it  is  ethics.  Economics  is  a 
mathematical  science  dealing  with  the  relationship  between  a  certain 
class  of  causes  and  their  effects,  and  deals  wholly  with  what  is  and 
not  with  what  ought  to  be.  Though  the  teacher,  as  a  citiien,  may 
well  feel  it  his  duty  to  stand  for  certain  ethical  principles,  he  ought 
always  to  realize  that,  in  pursuing  this  course,  he  is  passing  outside 
the  sphere  of  the  economist. 
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Furthermore,  I  do  not  believe  we  should  be  too  ready  to  condemn 
the  economist  who  prefers  to  be  an  economist  pnre  and  simple,  or  even 
the  one  who  has  no  desire  to  make  anj  practical  nse  of  the  principles 
which  he  works  oot.  Specialization  in  pure  science  has  its  place  in 
economics  as  much  as  in  physics  or  in  chemistry,  and  there  seems 
little  logic  in  demanding  that  the  exceptionally  skilful  interpreter  of 
principles  should  waste  his  energy  in  attempting  to  apply  these  princi- 
ples, when  men  of  weaker  mental  fibre  may  perform  this  task  far 
better  than  he. 

General  Discuesion.  Presentation  of  the  scheduled  papers  con- 
sumed most  of  the  time  available  for  the  Round-Table  meeting,  but 
interest  in  the  topic  seemed  to  be  lively  and  general,  and  a  spirited 
discussion  continued  for  half  an  hour  after  time  for  adjournment. 
Professor  Carver  of  Harvard  University  and  Dr.  B.  M.  Anderson, 
Jr.,  briefly  debated  the  question  of  cultural  versus  subsistence  values, 
the  former  taking  the  position  that  the  whole  of  ethics  can  be  summed 
up  in  the  physical  and  biological  conditions  of  survival  and  increase. 
Mr.  Broadus  Mitchell  of  Johns  Hopkins  University  rose  to  suggestion 
that  economics  can  be  a  pure  science.  For  the  tea<;her  at  least,  Mr. 
Mitchell  contended,  the  human  interest  must  dominate.  He  would  be 
nntme  to  his  trust  if  he  did  not  speak  out  on  such  questions  as  child 
labor  and  the  feudalism  of  the  southern  mill  town.  Dr.  Wesley  C. 
Mitchell  closed  the  discussion  in  a  conciliatory  vein.  He  thought 
there  was  no  pronounced  difference  in  viewpoint  among  the  speakers, 
but  that  all  were  in  favor  of  the  use  of  scientific  methods  but  directed 
toward  valid  human  ends. 


BUSINESS  MEETINGS  AT  PITTSBURGH,  PENNSYLVANIA 
DECEMBER  27-81,  1921 

The  first  meeting  of  the  Executive  Committee  at  Pittsburgh  was 
held  at  the  Hotel  William  Penn  on  December  27.  There  were  present: 
President  Hollander,  Messrs.  Dewey,  Ely,  Gardner,  Lutz,  Patterson, 
Robinson,  Taylor,  and  Westerfield. 

The  Secretiary  reported  the  results  of  the  motions  submitted  to  the 
members  of  the  Executive  Committee  by  mail  on  April  6  and  16, 
October  7,  and  November  5.     (See  Report  of  the  Secretary,  p.  207.) 
It  was  voted  to  spread  these  votes  on  the  records  of  the  Committee. 

Voted:  To  express  to  Mr.  Ephraim  A.  Karelsen  the  sincere  thanks 
of  the  Association  for  his  generous  gifts  to  the  Association  for  prizes 
in  the  essay  competitions  conducted  by  it. 

Voted:  To  express  to  Mr.  Clarence  C.  Vemam  the  sincere  thanks 
of  the  Association  for  his  generous  gift  to  the  Association  covering 
the  cost  of  publishing  the  prize  essays  of  the  first  Karelsen  competition. 

Voted:  In  recognition  of  the  large  gifts  of  Messrs.  Ephraim  A. 
Karelsen  and  Clarence  C.  Vemam,  to  enroll  them  as  Life  Members 
and  to  instruct  the  Treasurer  to  segregate  $200  from  the  general 
funds  of  the  Association  for  transfer  to  the  Life  Membership  Fund 
for  this  purpose. 

Voted:  In  recognition  of  the  help  rendered  to  the  Association  in 
its  financial  difficulties,  to  enroll  the  twenty  persons  contributing  $100 
or  more  to  the  Deficit  Fund  as  Life  Members,  and  to  instruct  the 
Treasurer  to  transfer  $2000  of  the  special  fund  to  the  Life  Membership 
Fund  for  that  purpose. 

Voted:  To  approve  the  investments  of  the  Association's  funds  as 
made  by  the  Treasurer  the  past  year.  (These  are  detailed  in  the 
Treasurer's  Report  p.  212.) 

Voted:  To  lay  on  the  table  a  motion  to  standardize  the  require- 
ments of  practicing  economists. 

Adjourned  to  meet  at  4.80,  Thursday,  December  28. 


The  first  business  meeting  of  the  American  Economic  Association 
was  held  in  the  Ball  Room,  William  Penn  Hotel,  Pittsburgh,  December 
28,  1921,  President  Hollander  presiding. 

The  reading  of  the  minutes  of  the  last  business  meeting  of  the  Asso- 
ciation at  Atlantic  City  was,  by  vote,  dispensed  with. 

The  annual  reports  of  the  Secretary,  Treasurer,  and  Auditing  Com- 
mittee were  read  by  Professor  Westerfield.  It  was  voted  to  receive 
the  reports  and  place  them  on  file. 

The  annual  report  of  the  Editor  of  the  American  Economic  Rb- 
viEw  was  read  by  Professor  Dewey.  It  was  voted  to  receive  the 
report  and  place  it  on  file. 
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Cbsdrman  Seligmaii  read  a  report  of  the  Special  Finance  Committee. 
It  was  voted  to  receive  and  file  the  report^  and  to  express  the  thanks 
of  the  Association  for  the  excellent  results  accomplished  by  the  Com- 
mittee. 

The  Committee  on  Instruction  in  Economics  in  Secondary  Schools^ 
through  Professor  Kiekhofer,  reported  progress  and  recommended 
the  two  following  motions,  which  were  adopted: 

1.  That  the  Committee  be  permitted  to  publish  in  the  American  Economic ' 
Umoino  a  suggested  outline  of  social  studies  in  the  secondary  schools  as  a 
basis  of  discussion  by  members  of  the  Association. 

2.  That  the  Association  appoint  two  members  to  serve  on  a  Joint  Com- 
mission on  the  Teaching  of  Sodal  Studies  in  the  Secondary  Schools,  the 
Commission  to  be  composed  of  two  representatives  each  of  the  American 
Economic  Association,  the  American  Political  Science  Association,  the  Ameri- 
can Sociological  Society,  the  American  Historical  Association,  the  Association 
of  CoUqpate  Schools  of  Business,  and  the  National  Council  of  Geography 
Teachers.  This  Joint  Commission  is  to  continue  the  study  of  the  appropriate 
organisation  and  presentation  of  the  social  studies  in  the  secondary  schools 
and  to  take  such  action  in  cooperation  with  the  National  Council  of  Teachers 
of  Social  Studies  or  other  agencies  as  may  prove  desirable. 

Professor  Friday,  the  Representative  of  the  American  Economic 
Association  on  the  National  Research  Council,  made  the  following 
report,  which  it  was  voted  to  receive  and  file. 

RBrOIT  OF  THS  NaTIOITAI.  BuBBAV  of  EcOKOMIC  RBBBAaCH,  Ixc.^ 

FOR  THB  Yeas  1921 

The  Bureau  has  continued  its  work  during  the  last  year  on  an  estimate 
of  Income  in  the  United  States.  It  has  completed  and  recentiy  published  a 
Summary  Volume  entitied  "Income  in  the  United  States — Its  Amount  and 
Distribution,'*  and  has  now  in  press  a  second  volume  on  the  same  subject, 
which  contains  the  detailed  methods  employed  in  arriving  at  the  amounts 
shown  in  the  Summary  Volume.  This  second  volume  will  be  ready  for  pubUc- 
ation  in  March  or  April. 

The  second  topic  assigned  to  the  staff  by  the  Board  of  Directors  is  a 
general  one  entitied  'business  Cycles."  It  is  planned  to  make  separate 
reports  on  sjieciflc  aspects  of  the  cyclical  movements  of  business  and  industry, 
dioosing  tliose  topics  which  are  most  amenable  to  statistical  analysis,  and 
wliich  are  most  in  need  of  further  research.  Work  on  this  subject  is  only 
now  being  begun.    It  will  probably  occupy  the  staff  for  at  least  two  years. 

Now  that  the  initial  stages  of  the  organisation  have  been  passed  through, 
and  that  the  record  of  accomplishment  may  be  shown,  it  is  hoped  that 
additional  sums  may  be  obtained  to  permit  an  enlargement  of  the  staff. 

The  President  then  appointed  the  following  to  serve : 

On  the  Nominations  Committee:     Professor  Seligman  (Chairman), 

and  Professors  Carver^  Commons^  Ely^  Gardner^  Mitchell. 

On  the  Resolutions'  Coounittee:     Professors  Bogart  (Chairman), 

Gephart,  Hammond,  Whitney,  McCabe. 

Adjourned. 
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The  Executive  Committee  of  the  American  Economic  Association 
assembled  for  a  second  meeting  at  the  Hotel  William  Penn  at  Pitts- 
burgh^ December  29^  1921,  President  Hollander  presiding. 

Voted:  To  request  the  incoming  President  to  appoint  a  sub- 
committe  of  three  members  of  the  Executive  Committee  as  a  Committee 
on  Budget. 

Voted:  To  appoint  Professor  Seligman,  chairman,  and  four  others 
to  be  designated  by  him,  to  present  at  the  next  Annual  Meeting  of 
the  Association  a  plan  for  the  Association's  permanent  financing. 

Voted:  To  instruct  the  Secretary  to  publish  a  simple  list  of  mem- 
bers and  their  addresses,  omitting  the  usual  geographical  index. 

Voted:  To  refer  Mr.  R.  W.  Babson's  proposal  to  establish  a  per- 
manent sub-secretary's  office  to  the  Special  Permanent  Finance  Com- 
mittee. 

Voted:  To  lay  on  the  table  the  motion  to  accept  the  invitation  of 
the  Personnel  Research  Federation  to  join  the  Federation. 

Voted :  To  appoint  the  incoming  President,  the  Secretary,  and  Dr. 
H.  C.  Taylor  a  committee  to  cooperate  with  the  National  Research 
Council  in  preparing  the  proposed  personnel  files. 

Voted:  To  request  the  incoming  President  to  appoint  a  Special 
Committee  on  Membership  to  conduct  a  campaign  the  coming  year. 

Adjourned. 


The  second  business  meeting  of  the  American  Economic  Association 
was  held  at  the  Hotel  William  Penn,  Pittsburgh,  December  80,  1921, 
President  Hollander  presiding. 

The  minutes  of  the  first  business  meeting,  including  the  minutes 
of  the  second  meeting  of  the  Executive  Committee,  were  read  and 
approved. 

Professor  Carver,  reporting  for  the  Committee  on  Honorary  Mem- 
bers, named  the  three  present  Honorary  Members,  Professors  Alfred 
Marshall,  F.  J.  Edgeworth,  and  Charles  Gide,  and  nominated  the 
following  persons  for  honorary  membership  in  the  Association : 

Professor  A.  C.  Pigou,  Cambridge  University. 

Professor  Maffeo  Pantaleoni,  University  of. Rome. 

Professor  Friedrich  von  Wieser,  University  of  Vienna. 

Professor  Charles  Rist,  University  of  Paris. 

Professor  Yves  Guyot,  University  of  Paris. 

These  nominees  were  unanimously  elected. 

The  question  of  the  place  of  the  next  Annual  Meeting  was  dis- 
cussed, various  invitations  being  presented  by  letter  and  from  speakers 
from  the  floor.  It  was  voted  to  refer  the  various  invitations  uid  rec- 
ommendations to  the  Executive  Committee  with  power* 
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Voted:  That  a  special  committee  of  three  or  five  be  appointed  by 
the  Executive  Committee  to  inquire  as  to  the  feasibility  of  an  inter- 
national conference  to  consider  the  international  economic  situation; 
and  that  this  committee  report  to  the  Executive  Committee,  which 
shall  be  empowered  to  act  with  the  ofScers  of  other  appropriate  organ- 
isations in  bringing  about  such  a  conference  if  such  action  seems  wise. 

Voted :  To  refer  to  the  Executive  Committee  the  matter  of  commun- 
icating with  the  federal  government  concerning  the  revival  and  con- 
tinuance of  certain  publications,  e.g.,  the  Market  Reporter,  the  Crop 
Reporter,  the  Labor  Review. 

Professor  Doten  reported  for  the  Joint  Committee  on  Census  Sta- 
tistics.    It  was  voted  to  receive  and  file  the  report. 

Professor  Bogart,  Chairman  of  the  Resolutions  Committee,  sub- 
mitted the  following  resolutions,  which  were  adopted  by  the  Associa- 
tion: 

Besolvedt  That  the  American  Economic  Assodatioiiy  assembled  in  Pitts- 
burgh at  its  Thirty-fourth  Annual  Meeting,  desires  to  express  its  appreciation 
of  the  courtesies  shown  its  members  during  the  session.  It  wishes,  in  par- 
ticular, to  extend  its  thanks  to  the  Chamber  of  Commerce  of  Pittsburgh,  the 
Economic  Club  of  Pittsburgh,  the  manager  of  the  William  Penn  Hotel,  the 
Carnegie  Institute  of  Technology,  the  University  of  Pittsburgh,  and  the 
Local  Entertainment  Committee.    And  be  it  further 

Resolved:  That  the  Secretary  be  instructed  to  transmit  to  each  of  these 
bodies  the  thanks  of  the  American  Economic  Association. 

E.  L.  BooAaT,  Chairman. 
W.  F.  Gbphakt. 
M.  B.  Hammoitd. 
D.  A.  McCabe. 
N.  R.  WHrrinsT. 

Professor  Seligman,  Chairman  of  the  Nominations  Committee,  re- 
ported the  following  nominations: 

For  President:     Henry  R.  Seager,  Columbia  University. 

For  Vice-Presidents:  Walker  D.  Hines,  New  York;  Thomas  W. 
Page,  Virginia. 

For  Secretary-Treasurer:     Ray  B.  Westerfield,  Yale  University. 

For  the  Executive  Committee:  Henry  C.  Taylor,  U.  S.  Depart- 
ment of  Agriculture  (to  succeed  himself);  M.  B.  Hammond,  Ohio 
State  University  (to  succeed  M.  H.  Robinson). 

For  Managing  Editor  of  the  American  Economic  Review:  Davis 
R.  Dewey. 

For  the  Editorial  Board:  G.  A.  Kleene,  Trinity  College,  Hartford, 
Conn.;  B.  H.  Hibbard,  University  of  Wisconsin. 

For  the  Program  Committee :     E.  L.  Bogart,  University  of  Illinois. 

These  nominees  were  elected. 

Adjourned. 
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The  third  meeting  of  the  Ezecntiye  Committee  was  held  at  the  Hotel 
William  Penn^  Pittsburgh^  December  80^  Professor  Ely  presiding. 

Voted:  To  instract  the  Secretary  to  write  to  the  Chairman  of  the 
Congressional  Joint  Committee  on  Printings  stating  that  a  resolution 
had  been  passed  at  the  Annual  Meeting  of  the  American  Economic 
Association  to  the  effect  that  it  is  desirable  that  the  Market  Reporter 
and  Crop  Reporter  be  revived  and  the  Labor  Review  be  continued. 

Voted:  To  appoint  the  following  persons  to  constitute  the  special 
committee  to  inquire  into  the  feasibility  of  an  international  conference 
on  the  international  economic  situation:  F.  W.  Taussig  (Chairman)^ 
W.  C.  Mitchell,  J.  H.  Hollander,  E.  E.  Day,  R.  T.  Ely. 

Voted:     To  have  a  spring  meeting  of  the  Executive  Committee. 

Adjourned. 

Rat  B.  Wsstsrfibld,  Secretary. 


REPORT  OF  THE  SECRETARY  OF  THE  AMERICAN  ECO- 
NOMIC ASSOCIATION  FOR  THE  YEAR  ENDING 
DECEMBER  20,  1921 

In  the  interest  of  a  more  economical  administration,  it  was  President 
Hollander's  decision  in  March  to  dispense  with  the  customary  spring 
meeting  of  the  Executive  Committee.  The  Secretary  has  therefore 
been  obliged  to  submit  various  motions  to  the  members  of  the  Com- 
mittee by  mail.     The  following  votes  were  thus  made: 

On  April  6 :  That  the  President  and  Secretary  of  the  Association 
be  authorized  to  arrange  to  hold  the  next  Annual  Meeting  of  the 
Association  at  Pittsburgh. 

On  April  16:  That  in  accordance  with  the  decision  of  the  judges 
in  ihe  Prize  Essay  competition  on  "What  Can  a  Man  Afford"  the 
first  Karelsen  prize  of  $1000  be  awarded  to  Professor  Paul  H.  and 
Dorothy  Douglas  of  the  University  of  Chicago  and  the  second  prize 
of  $500  be  awarded  to  Mr.  Carl  Joslyn  of  Cambridge^  Massachusetts^ 
and  ihat  the  Treasurer  be  authorized  to  make  such  payments. 

On  April  16:  That  the  publication  of  the  Handbook  of  the  Asso- 
ciation be  dispensed  with  for  the  year  1921. 

On  October  7:  That  the  Secretary  be  authorized  to  send  compli- 
mentary copies  of  the  American  Economic  Rbvibw  to  a  limited  num- 
ber of  European  economists  recommended  by  Professor  E.  R.  A. 
Sdigman  for  the  years  1921  and  1922. 

On  November  S,  a  motion  submitted^  That  the  Executive  Committee 
of  the  American  Economic  Association  favors  the  general  plan  of 
placing  the  scientific  bureaus  of  the  Government  at  Washington  under 
the  jurisdiction  of  the  Board  of  Regents  of  the  Smithsonian  Institu- 
tion^ with  the  view  to  developing  government  science  to  the  highest 
possible  efficiency^  by  affording  scientific  workers  permanent  tenure  of 
office^  greater  freedom  in  investigation,  non-interference  of  politicians, 
and  adequate  salaries,  was  lost  by  vote  of  the  Executive  Committee, 
8  voting  for  and  7  against  it. 

During  the  year  the  following  appointments  were  made  to  represent 
the  American  Economic  Association : 

Professor  F.  W.  Taussig  at  the  Inauguration  of  Dr.  James  Rowland 
Angell  to  the  Presidency  of  Yale  University,  June  28. 

Professors  W.  F.  Willcoz  and  Irving  Fisher  at  the  Second  Inter- 
national Eugenics  Congress,  New  York,  September  22-8. 

Professor  Geo.  E.  Bamett  at  the  Annual  Meeting  of  the  Personnel 
Research  Federation,  November  21. 

Dr.  H.  C.  Taylor  at  the  Congressional  hearings  on  the  book  sections 
of  the  Tariff  Bill,  Washington,  December  21. 

Through  the  kindness  of  Mr.  Ephraim  A.  Karelsen,  the  Secretary 
met  Mr.  Clarence  C.  Vemam,  of  Street  and  Smith,  Publishers,  New 
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York  City^  who  agreed  to  finance  the  publication  of  the  first  and  second 
prize  esajs  of  the  Karelsen  competition  on  "What  Can  a  Man  Afford^" 
as  a  supplement  to  the  December  number  of  the  American  Economic 
Review.  Delays  by  one  of  the  authors  in  preparing  copy  and  proofs 
made  it  impossible  to  mail  the  Supplement  with  the  December  Rbyiew, 
but  it  is  in  the  press  and  will  be  forthcoming  in  January. 

The  Secretary  received  from  Mr.  Ephraim  A.  Elarelsen  a  demand 
note* for  $1760  for  three  prizes  for  a  second  competition  to  be  con- 
ducted by  the  American  Economic  Association  on  the  subject  "The 
Relations  of  Capital  and  Labor."  Mr.  Elarelsen  has  also  agreed  to 
provide  for  the  financing  of  the  publication  of  the  prize  essays  if  they 
prove  to  merit  publication.  The  terms  and  regulations  governing  this 
contest  have  been  published  in  the  American  Economic  Review,  in 
circulars  to  members^  subscribers^  libraries^  universities^  manufac- 
turers' associations^  labor  organizations^  trade  papers^  etc.  The  mem- 
bers are  asked  to  promote  the  publicity  of  this  competition. 

Under  authority  granted  by  the  Executive  Committee  to  the  Secre- 
tary^ he  has  proceeded  as  follows  in  the  sale  of  the  surplus  publica- 
tions of  the  American  Economic  Association : 

An  inventory  of  the  publications  was  made  by  the  Secretary  in 
person;  complete  statistical  sheets  were  prepared^  showing  the  number 
of  copies  of  each  publication  in  stock  and  how  each  was  bound;  these 
sheets  were  sent  to  the  members  of  the  Executive  Committee  with  re- 
quests for  suggestions  as  to  the  number  of  copies  to  be  retained  by  the 
Association^  discounts  at  which  sales  should  be  made^  preferences  to 
be  shown  as  among  purchasers^  etc.  A  synthesis  of  replies  to  this 
questionnaire  was  prepared  and  sent  to  the  members  of  the  Executive 
Committee  for  approval  before  it  was  published  in  the  Review;  notice 
of  the  sale  terms  was  then  put  in  the  June  and  September  numbers 
of  the  Review. 

The  sales  to  date  have  been  almost  exclusively  to  members  and 
libraries^  many  of  them  embracing  the  opportunity  to  complete  their 
sets  and  a  dozen  or  more  others  buying  complete  sets.  The  sales  will 
continue  until  March  1^  when  all  publications  for  which  the  demand 
has  been  at  all  active  in  recent  years  will  be  reserved  and  the  rest 
pulped. 

The  following  table  indicates  the  changes  in  membership  of  the 
Association  during  the  year: 

Members  and  subscribers  in  December,  1920 2866 

Annual  members  in  December,  1920 2218 

Members  resiffned  in  1921 148 

Removed  for  Tack  of  address 14 

Members  dropped  for  non-payment  of  dues 82 
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AmiDal  members  changed  to  life  members 17 

Annual  members  died  17    278 

1940 
New  annual  members 290 

Total  annual  members  in  1921 2230 

Life  members  in  December,  1920 84 

Life  members  removed 

Died 8 

Lack  of  address 1      4 

80 

AmiDal  members  changed  to  life  members 17 

New  life  members  in  1921 6 

Total  life  members  in  December,  1921 102 

Honorary  members  in  December,  1921 4 

Honorary  members  removed  because  of  death 1        8 

Total  members  in  December,  1921 2385 

Sabscribers  in  December,  1920 ff6ff 

Subscribers  discontinued  in  1921 78 

402 

New  subscribers  in  1921 100 

Total  subscribers  in  December,  1921 ff92 

Total  members  and  subscribers  in  December,  1921 2927 

Net  gain  in  members  and  subscribers,  1921 61 

The  following  comments  on  these  figures  are  pertinent : 

1.  The  increase  of  life  members  by  22  is  quite  without  precedent^ 
the  cause  being  the  decision  to  enroll  as  life  members  a  number  of 
those  who  contributed  $100  or  more  to  the  Deficit  Fund  raised  by  the 
Special  Finance  Committee. 

2.  The  number  of  members  lost  by  resignation  and  removed  for 
non-payment  of  dues  was  86  higher  than  the  prceding  year^  due 
largely  to  the  unfavorable  economic  conditions  of  the  country. 

3.  The  special  membership  campaign  that  was  to  have  been  waged 
daring  the  year  was  not  very  successfully  prosecuted. 

Among  the  other  special  activities  of  the  Secretary's  office  the  past 
year  may  be  mentioned: 

1.  The  editing  of  the  March  Supplement  containing  the  Papers 
and  Proceedings  of  the  Thirty-third  Annual  Meeting; 

2.  The  editing  of  the  December  Supplement  containing  the 
Earelsen  Prize  Essays  on  "What  Can  a  Man  Afford?" 

3.  The  cooperation  given  to  the  Special  Finance  Committee^  by 
circularizing  all  the  members  for  contributions^  acknowledging  all 
contributions^  collecting  the  pledges  made  at  Atlantic  City^  etc. 

4.  The  cooperation  given  the  Special  Membership  Committee  by 
extending  invitations  to  recommended  persons^  providing  Chairman 
Bamett  with  frequent  lists  showing  the  activity  of  the  members  of  his 
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Committee^  circularizing  special  groups  of  prospects^  condacting  the 
campaign  for  southern  Connecticut^  etc. 

The  Association  has  lost  to  the  Grim  Reaper  through  the  year  the 
following  members: 

Heitrt  C.  AoAXfl,  (former  Pr€9id€nt) 

CHABI.B8  W.  Amis 

Chablzs  D.  BioaT 

H0LMB8  Bbgkwith 

S.  J.  Caepexter 

JoHK  Spexcse  CiJiAK  (Life  Member) 

GusTAT  CoHir  (Honorary  Member) 

M.  A.  Deak 

Jakes  H.  Dempset 

WHXIAX    P.    GOODWXK 

WnxiAM  E.  Hamduto,  (Life  Member) 


Gbo.  B.  Hbxougkb 

WAitTEa  Hexkio 

Watkb  MacVeaoh  (Life  Memh§r) 

H.  W.  MoirTOOXERT 

WnxxAK  H.  Puce 
C.  A  PkouTT 

T.  C  RlCHMOKD 

Jacob  Sghmvckuib 
Louis  B.  ScHmAM 
Hekbt  O.  Uvuebwood 


Respectfully  submitted. 


Rat  B.  Westbrfisld,  Secretary, 


REPORT  OF  THE  TREASURER  OF  THE  AMERICAN  ECO- 
NOMIC ASSOCIATION   FOR   THE   YEAR   ENDING 
DECEMBER  20,  1921 

The  followmg  exhibit  presents  the  cash  receipts  and  expenditures 
of  the  American  Economic  Association  for  the  year  ending  December 
20,  1921.  The  statement  should  be  interpreted  in  connection  with 
the  balance  sheet  and  income  statement  rendered  by  the  Auditing 
Committee,  the  reports  of  the  Special  Finance  Committee,  and  of  the 
Editor  of  the  American  Economic  Review. 

Cash  Rbceiptb  ajstd  Ezpbvditubbs 

Cash  on  hand  December  20,  1920 $  8»481.54 

Receipts 

Membership  Dues   $11,092.42 

Subscriptions    2,666.84 

Sales  of  Publications 1,517.42 

hiterest   849.84 

Life  Memberships   2,200.00 

Contributions  for  Deficit  Fund 10,222.25 

Profit  and  Loss  on  Exchange .78 

28,049.00 

981,580  J(4 


Expenditures 

Accounts  of  1920,  Paid $1,104.94 

Dues  of  American  Council  of  Learned  Societies.  115.05 

Kardsen  Prises  1,500.00 

Investments   8,798.70 

Expenses  of  Committees  188.55 

Furniture  and  Fixtures 4.12 

Paper  Stock  2,625,85 

Reriew  Printing $8,892.29 

Review  Editorial  1,564.50 

Review  Expenses  and  Supplies 1,792.47 

$7,249.26 

Proceedings   968.48 

Sundry  Publication  Expenses 259.49 

8,477.18 

Secretary's  OiBce 
Traveling  Expenses  of  Secretary. . .         11.92 

Oilice  Sidaries  2,764.69 

Stationery  and  CMBce  Printing 170.48 

OiBce  Supplies  80.89 

OiBce  Postage    271.81 

Telephone  and  Telegraph 58.57 

Expressage   1.87 

Annual  Meeting  Expense,  1920 249.25 

Miscellaneous  Expenses 11.09 

—    8,569.57 
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Insurance   7ff.25 

Storage  of  Publications 100.00 

«26^9.21 

Cash  on  hand 

First  National  Bank,  New  Haven $1,845.29 

Central  Trust  Company,  Cambridge 3^126.04 

4,971.83 

$81,6dOJS4 


In  order  to  put  the  funds  raised  by  the  Special  Finance  Committee 
into  earning  form^  the  Treasurer  made  the  following  disposition: 
(1)  Purchase  was  made  through  Lee^  Higginson  &  Co.  of  $5000  in 
Northern  Pacific-Great  Northern  Joint  16-year  6^^  per  cent  Con- 
vertible Gold  Bonds^  at  96^.  These  bonds  have  been  selling  in  the 
market  recently  as  high  as  108.  (2)  Purchase  was  also  made  through 
Kissell^  Kinnicutt  &  Co.  of  $4000  First  Joint  Stock  Land  Bank  of 
Chicago  6^  per  cent  Farm  Loan  Bonds  of  1951^  at  101.  These 
bonds  are  made  obligations  of  the  United  States  Government  and 
are  tax  free. 

The  great  success  that  has  attended  the  campaign  of  the  Special 
Finance  Committee  has  relieved  the  tension  of  the  treasury^  which 
had  been  suffering  deficits  for  two  years.  Of  the  $666.60  pledged  to 
the  Special  Deficit  Fund  by  82  members  at  the  Atlantic  City  Meeting 
all  but  $18.00  has  been  paid^  three  subscribers  being  yet  in  default; 
254  members  contributed  $1509.75  in  response  to  a  circular  letter 
sent  out  through  the  Secretary's  office  for  the  Committee;  and  52 
persons  contributed  directly  to  Chairman  Seligman  $10^060.  Twenty 
of  the  contributors  of  $100  or  more  were  enrolled  as  life  members^  and, 
therefore^  since  the  Association  assumes  a  liability  whose  calculated 
value  is  presumably  $100  per  life  membership^  according  to  our  prac- 
tice of  setting  aside  a  permanent  reserve  of  $100  for  each  life  member, 
$2000  shofdd  be  deducted  from  the  total  $12,222.25  raised  by  the 
Committee.  Your  Treasurer  has  so  accounted  it  and  asks  for  approval 
of  the  Executive  Committee. 

The  records  show  a  net  surplus  of  $862.06  this  year,  as  against 
deficits  in  1919  of  $1688.48  and  in  1920  of  $2366.50.  The  Associa- 
tion may  be  said  to  have  paid  its  way  this  year  without  considering 
the  contributions  to  the  Deficit  Fund.  The  surplus  was  due  to  the 
reductions  in  the  cost  of  publishing  the  American  Economic  Revibw^ 
economies  which  would  have  been  much  larger  had  the  paper  for  three 
issues  not  have  been  stocked  at  1920  prices.  The  Secretary-Treasurer 
has  found  that  the  extra  services  required  from  his  office  by  the 
Special  Finance  Committee,  the  Special  Membership  Committee,  the 
sale  of  surplus  publications,  etc.,  has  made  it  impossible  to  reduce 
much  the  budget  of  his  office.  Certain  salary  increases  which  were 
thought  necessary  and  proper  at  the  time  the  present  secretary  assumed 
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office  also  had  their  first  full  effect  this  year.  The  sale  of  the  surplus 
publications  has  been  found  to  net  relativelj  little  on  account  of  the 
large  discounts  allowed  and  the  expense  of  packing  for  shipment. 

Inasmuch  as  the  equalLsation  of  receipts  and  expenditures  this 
year  was  largely  attained  by  decided  reductions  in  the  sixe  and  scope 
of  the  American  Economic  Rbyiew^  the  failure  to  pay  contributors 
to  the  Review^  the  abstention  from  publishing  the  Association  Hand- 
book^ and  other  curtailments  from  the  usual  and  proper  services  of 
the  Association^  it  should  not  be  assumed  that  the  financial  problems 
of  die  Association  have  been  solved  by  the  successful  campaign  of 
the  Special  Finance  Committee^  and  it  is  hoped  that  the  Association 
will  consider  further  measures  for  permanent  financial  stability. 

Statistical  statements  of  the  course  of  the  Association's  finances 
will  be  posted  on  the  bulletin  board  during  the  present  meeting. 

The  Treasurer  wishes  to  report  the  receipt  from  Mr.  Ephraim  A. 
Karelsen  of  a  demand  note  for  $1750  to  cover  prizes  offered  in  the 
second  Karelsen  competition,  and  also,  after  the  accounts  were  closed, 
a  check  for  $1000  from  Mr.  Clarence  A.  Vemam  to  cover  the  publica- 
tion cost  of  the  prise  essays  of  the  first  Elarelsen  competition. 

Respectfully  submitted. 

Rat  B.  Westerfield,  Treasurer. 


KEPORT  OF  THE  AUDITING  COMMITTEE 

New  Haven^  Connecticut^  December  24^  1921. 

To  the  American  Economic  Association: 

Your  Committee  has  audited  the  books  of  the  American  Economic 
Association  for  the  fiscal  year  ended  December  20^  1921.  The  accom- 
panying income  statement  and  balance  sheet  show  the  results  of  the 
year's  transactions  and  the  financial  status  of  the  Association  as  at 
the  date  of  closing.  The  exhibits  are^  in  our  opinion^  correct^  and 
we  certify  that  the  balance  sheet  here  presented  is  in  agreement  with 
the  ledger  accounts. 

Respectfully^ 

Earl  A.  Saliers. 
John  D.  Hauslbin. 
Ray  V.  Leffler. 
Edgar  S.  Furniss. 

Auditing  Committee. 

Ikcoxk  Statexeitt 

Ordinary  Income 

Dues   $11,884.42 

Less: 
Estimated  Defaulted  Dues 800.00 

9lO,iS84.42 

Interest  $  849.84 

Sundry  Profit  and  Loss 42.78 

892.62 

$10,977.04 
Ordinary  Outgo: 

OiBoe  Salaries  $2,764.69 

Traveling  Expenses  of  Sec'y 11.92 

Stotionery  and  Office  Printing 170.48 

Postage  26ff.81 

Office  Supplies  80.89 

Telephone  and  Telegraph ff8.ff7 

Ezpressage    1.87 

Annual  Meeting  249.25 

American  Council  Learned  Societies 1  Iff. 05 

Miscellaneous   11.09 

Expenses  of  Committees 188.ffff 

8^17.67 

Excess  of  Ordinary  Income $7^59^7 

Publication  Outgo: 

Printing,  etc $5,646.97 

Editorial  Contributional l,064.ffO 

Editorial  Expenses  and  Supplies 1,792.47 

Proceedings  and  Handbook 1,584.96 

Sundry  Eixpenses  of  Printers  259.49 

$10,79839 
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Storage  of  Pabllcatioiis $  100.00 

losnranoe   75.25 

225.25 

$11,028.64 
Publicatioii  Income 

Snbscriptioiu    $2,785.89 

Less: 
Estimated  Defaulted 175.00 

$2,610.89 
Sates  of  Pobllcatioiis 1,615.94 

4,226.88 

Excess  of  Publication  Outgo: 6,797.81 

Net  Surplus  for  Year $  862.06 

Baxaitcb  Sheet  ab  at  Dbcexbee  20,  1921 

AiiBU  Liabmti€i 
Cash  in  New  Hayen  Bank.  .$  1,845.29      Membership  Dues  Prepaid..$     20OM 

Cash   in    Savings    Account,  Life  Memberships 8,500.00 

Central    Trust    Company,  Deficit  Fund  Contributions..  10,222.25 

Cambridge,  Maas 8,126.04      Surplus     December 

Investmente  . . . : 12,798.70         20,  1920 $^441.88 

Membership     Dues  Net   Surplus   for 

Receivable $1,807.25  1921 862.06 

Less  Reserve  for  5,808.44 

Mem.  Dues  Rec     581.25 

726.00 

Accounts      Receiv- 
able       886.91 

Less  Reserve  for 
Bad  Accounts 
Rec   67.44 

269.47 

Paper  Stock 688.89 

Furniture  and  Fixtures 806.80 

$19,756.19  ^  $19,756.19 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

DECEMBER,  1921 

The  cost  of  the  Review  during  the  past  year  has  been  $9008.94 
as  compared  with  $11181.90  for  1920,  a  reduction  of  $2177.96.  By 
principal  items  the  cost  has  been  as  follows: 

Salary  of  editor $1500.00 

Payments  to  contributors 64.50 

Clerical  Assistance 1472.50 

Supplies 819.97 

Printing  (including  paper)    5646.97 

$9008.94 

The  printing  cost  was  $1009.34  less.  Payments  to  contributors 
were  discontinued  this  year,  making  a  saving  of  $1058.25  as  com- 
pared with  1920. 

The  new  format  was  adopted  at  the  beginning  of  this  year.  Two 
lines  were  added  to  each  page,  and  the  width  of  the  type  set  on  each 
page  was  slightly  increased.  It  is  estimated  that  by  this  change  of 
the  format  approximately  $800  was  saved  in  the  cost  without  decreas- 
ing the  amount  of  material  printed.  It  is  also  estimated  that  there 
was  a  saving  of  about  100  pages,  an  important  item  to  be  considered 
in  connection  with  the  current  cost  of  paper. 

Besides  the  saving  in  the  number  of  pages  because  of  the  change 
in  format,  not  quite  so  much  material  has  been  printed. 

The  section  of  periodical  abstracts  entitled  "Investments  and  Securi- 
ties" and  prepared  by  Professor  Arthur  S.  Dewing  has  been  dropped. 
Professor  C.  A.  Phillips  has  discontinued  the  abstracting  of  periodicals 
on  "Money,  Credit,  and  Banking." 

The  following  persons  have  served  as  editors:  Professor  A.  E. 
Cance  and  Professor  W.  E.  Hotchkiss  whose  terms  expire  this  year. 
Professor  Julius  H.  Parmelee  and  Professor  Carl  C.  Plehn  whose 
terms  expire  in  1922;  and  Professor  David  A.  McCabe  and  Professor 
O.  M.  W.  Sprague,  whose  terms  expire  in  1928. 

During  the  past  year  99  persons  have  cooperated  in  writing  for  the 
Review,  including  leading  articles,  communications,  reviews,  docu- 
ment notes,  and  periodical  abstracts. 

Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  cost  by  principal  items,  in  continuation  of  tables  previously 
given. 

Davis  R.  Dewet, 

Managing  Editor. 
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Table  1. — Pages  Given  to  Each  Section 


Year 

Leading 
Articles 

Reviews 

New  Books 
Listed 

Docu- 
ments, 
Repts.,etc. 

Periodical 
Abstracts 

Notes 

Doct. 
Diss. 

Totals 

1911 

342 

304 

62 

89 

133 

40 

8 

978 

1912 

291 

298 

101 

110 

186 

41 

11 

1038 

1913 

347 

268 

104 

141 

167 

43 

8 

1078 

1914 

327 

243 

136 

113 

166 

35 

10 

1030 

1915 

314 

257 

90 

142 

144 

42 

14 

1003 

1916 

388 

256 

91 

90 

140 

46 

13 

1024 

1917 

378 

192 

110 

127 

120 

42 

15 

984 

1918 

372 

157 

91 

112 

99 

41 

17 

906 

1919 

373 

163 

154 

103 

95 

47 

12 

948 

1920 

387 

109 

155 

98 

122 

42 

15 

936 

1921 

331 

103 

133 

39 

117 

• 

38 

11 

772 

Table  2.— Expenditures 


Year 

Printing 

Salary  of 
Editor 

Payments 
to  Contrib- 
utors 

Clerical 

Supplies 

Totals 

1911 

$2,495.18 

$1,500.00 

$1,320.25 

$865.50 

$413.51 

$6,730.59* 

1912 

3,220.83 

1,500.00 

1,114.50 

794.58 

292.68 

6,922.90 

1913 

3,328.01 

1,500.00 

1,269.35 

983.09 

325.10 

7,404.55 

1914 

3,023.62 

1,500.00 

1,312.25 

1,236.29 

459.18 

7,531.34 

1915 

2,834.91 

1,500.00 

1,210.00 

1,171.87 

286.86 

7,003.64 

1916 

3,257.27 

1,500.00 

1,422.50 

1,173.93 

339.86 

7,694.06 

1917 

3,762.37 

1,500.00 

1,267.00 

1,151.30 

326.01 

8,006.68 

1918 

3,497.73 

1,500.00 

1,203.25 

1,260.06 

332.73 

7,793.73 

1919 

5,049.50 

1,500.00 

1,231.50 

1,325.93 

347.84 

9,454.77 

1920 

6,656.31 

1,500.00 

1,122.75 

1,595.64 

307.20 

11,181.90 

1921 

5,646. 97t 

1,500.00 

64.50 

1,472.50 

319.97 

9,003.94 

'Includes  $186.15,  traveling  expenses  of  editors. 
^Includes  $1778.76,  cost  of  paper. 
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Publications  of  the  American  Economic  Association 


FIRST  SERIES 

Any  volume  of  the  First  Series  in  paper,  $4.00.  A  special  price  will  be 
made  for  the  Series. 

'Numbers  starred  are  sold  only  with  the  set;  the  supply  of  those  doubled 
starred  is  exhausted.    For  information  apply  to  the  Secretary. 

Volnme  I^  1886 

Price  in  paper 
1.     Report  of  Organization  of  the  American  Economic  Associ- 
ation.    Pp.  46.  $  .50 
2-8.     **Relation  of  the  Modem  Mmiicipality  to  the  Gas  Supply. 

By  E.  J.  James.     Pp.  66.  .75 

4.  Cooperation  in  a  Western  City.     By  Albert  Shaw.     Pp.  106.     .75 

5.  Cooperation  in  New  England.     By  E.  W.  Bemis.     Pp.  136.      .75 

6.  **Relation  of  the  State  to  Industrial  Action.     By  H.  C. 

Adams.     Pp.  85.  .75 

Volume  11^  1887 

1.  Three  Phases  of  Cooperation  in  the  West.     By  Amos  G. 

Warner.     Pp.  119.  .75 

2.  Historical  Sketch   of  the  Finances  of   Pennsylvania.     By 

T.  K.  Worthington.     Pp.  106.  .75 

8.     The  Railway  Question.     By  Edmund  J.  James.     Pp.  68.  .75 

4.  Early  History  of  the  English  Woolen  Industry.     By  W.  J. 

Ashley.     Pp.  85.  .75 

5.  Mediaeval   Guilds   of   England.     By   E.    R.   A.    Seligman. 

Pp.  118.  .75 

6.  Relation  of  Modern  Municipalities  to  Quasi-Public  Works. 

By  H.  C.  Adams  and  others.     Pp.  87.  .75 

Volume  III,  1888 

1.  Statistics  in  College,  by  C.  D.  Wright;  Sociology  and  Po- 

litical Economy,  by  F.  H.  Giddings;  The  Legal-Tender 
Decisions,  by  E.  J.  James.     Pp.  80.  .75 

2.  Capital  and  Its  Earnings.     By  Jolm  B.  Clark.     Pp.  69.  .75 
8.     The  Manual  Laboring  Class,  by  F.  A.  Walker;  Mine  Labor 

in  the  Hocking  Valley,  by  E.  W.  Bemis;  Report  of  the 
Second  Annual  Meeting.     Pp.  86.  .75 

4-5.     **Statistics  and  Economics.     By  Richmond  Mayo-Smith. 

Pp.  127.  1.00 

6.     The  Stability  of  Prices.     By  Simon  N.  Patten.     Pp.  64.  .75 

Volume  IV,  1889 

1.  Contributions    to    the    Wages    Question:     The    Theory    of 

Wages,  by  Stuart  Wood;  Possibility  of  a  Scientific  Law 

of  Wages,  by  J.  B.  Clark.     Pp.  69.  .75 

2.  Socialism  in  England.     By  Sidney  Webb.     Pp.  78.  .75 
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3.  Road  Legislation  for  the  American  State.     By  J.  W.  Jenks. 

Pp.  88.  .75 

4.  Third  Annual  Meeting:  Report  of  the  Proceedings.  Pp.  123.      .75 

5.  Malthas  and  Ricardo,  by  S.  N.  Patten;  The  Study  of  SU- 

tistics,  by  D.  R.  Dewey;  Analysis  in  Political  Economy^ 

by  W.  W.  Folwell.     Pp.  69.  .75 

6.  An  Honest  Dollar.     By  E.  Benjamin  Andrews.     Pp.  50.  .75 

Volume  V,  1890 

1.  The  Industrial  Transition  in  Japan.     By  Yeijiro  Ono.  Pp. 

122.  1.00 

2.  Two  Essays  on  Child-Labor.     By  W.  F.  Willoughby  and 

Clare  de  Graffenried.     Pp.  150.  .75 

3-4.     Papers  on  the  Canal  Question.     By  E.  J.  James  and  L.  M. 

Haupt.     Pp.  85.  1.00 

6.    History  of  the  New  York  Property  Tax.     By  J.  C.  Schwab. 

Pp.  108.  1.00 

6.    The  Educational  Value  of  Political  Economy.     By  S.  N. 

Patten.     Pp.  86.  .75 

Volume  VI,  1891 

1-2.    Fourth  Annual  Meeting:  Reports,  Papers,  Discussions.  1.00 

3.  Government   Forestry.     Papers   by    Pinchot,   Bowers,   and 

Femow.     Pp.  102.  .76 

4-5.    Municipal  Ownership  of  Gas  in  the  U.  S. 

Bemis.     Pp.  185. 
6.    State  Railroad  Commissions.     By  F.  C.  Clark. 

Volume  VII,  1892 

1.    *The  Silver  Situation  in  the   United  States.     By.   F.  W. 

Taussig.     Pp.  118.  .75 

2-3.    **Shifting  and  Incidence  of  Taxation.     By  E.  R.  A. 

Seligman.     Pp.  424  (Revised).  2.00 

4-5.    Sinking  Funds.     By  Edward  A.  Ross.     Pp.  106.  1.00 

6.    The  Reciprocity  Treaty  with  Canada  of  1854.     By  F.  E. 

Haynes.     Pp.  70.  .75 

Volume  VIII,  1898 

1.    Fifth  Annual  Meeting:  Report  of  the  Proceedings.     Pp.  180.     .75 

2-3.    Housing  of  the  Poor  in  American  Cities.     By  M.  T.  Rey- 
nolds.    Pp.  182.  1.00 

4-6.    Public  Assistance  of  the  Poor  in  France.     By  E.  G.  Balch. 

Pp.  180.  1.00 

6.    First  Stages  of  the  Tariff  Policy  of  the  U.  S.     By  WQliam 

Hill.     Pp.  162.  1.00 

Volume  IX,  1894 
Sixth  Annual  Meeting:  Hand-Book  and  Report.     Pp.  73.  .50 

1-2.    Progressive  Taxation  in  Theory  and  Practice.     By  Edwin 

B.  A.  SeUgman.     Pp.  222.     (^See  1908,  No.  4.)  1.00 


By 

£. 

W. 

1.00 

Pp. 

110. 

.76 
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8.  The  Theory  of  TransporUtion.  By  C.  H.  Cooley.  Pp.  148.  .76 
4.     Sir  William  Petty.     By  Wilson  Lloyd  Bevan.     Pp.  102.  .76 

5-6.     Papers   on   Labor    Problems.     By    J.    B.    Clark^    C.    D. 

Wright,  D.  R.  Dewey,  A.  T.  Hadley,  and  J.  G.  Brooks. 

Pp.  94.  .76 

Volume  X,  1896 

Seventh  Annual  Meeting:  Hand-Book  and  Report.  Pp.  188.  .60 
1-8.     The  Canadian  Banking  System,   1817-1890.     By   R.   M. 

Breckenridge.     Pp.  478.  1.60 

4.     Poor   Laws  of   Massachusetts   and   New  York.     By  John 

Cummings.     Pp.  186.  .76 

5-6.     Letters  of  Ricardo  to  MeCulloch,  1816-1828.     Edited  by 

J.  H.  Hollander.     Pp.  204.     (In  Cloth,  $1,76.)  1.26 

Volume  XI,  1896 

1-8.     Race  Traits  and  Tendencies  of  the  American  Negro.     By 

F.  L.  Hoffman.     Pp.  880.  1.26 

4.     Appreciation  and  Interest.     By  Irving  Fisher.     Pp.  110.  .76 

^General  Index  to  Volumes  I-XI  (1886-1896).  .26 


ECONOMIC  STUDIES 
Price  of  the  Economic  Studies  92JM)  per  ▼olume  in  paper. 

Volume  I^  1896 

Eighth  Annual  Meeting:  Hand-Book  and  Report.  Pp.  178.        .60 

1.  The  Theory  of  Economic  Progress^  by  J.  B.  Clark;  The 

Relation  of  Changes  in  the  Volume  of  the  Currency 

to  Prosperity.     By  F.  A.  Walker.     Pp.  46.  .60 

2.  The  Adjustment  of  Wages  to  Efficiency.     Three   Papers: 

Gain  Sharing^  by  H.  R.  Towne;  The  Premium  Plan,  by 
F.  A.  Halsey;  A  Piece-Rate  System,  by  F.  W.  Taylor. 
Pp.  88.  .60 

8.     The  Populist  Movement.     By  Frank  L.  McVey.     Pp.  81.  .60 

4.     The  Present  Monetary  Situation.     By  W.  Lexis.     Trans- 
lated by  John  Cummings.     Pp.  72.  .60 
B-Q.     The  Street  Railway  Problem  in  Cleveland.     By  W.   R. 

Hopkins.     Pp.  94.  .76 

Volume  II,  1897 

Ninth  Annual  Meeting:  Hand-Book  and  Report.     Pp.  162.        .60 

1.  Economics  and  Jurisprudence.  By  Henry  C.  Adams.  Pp.  48.      .60 

2.  The   Saloon  Question   in   Chicago.     By   John   E.   George. 

Pp.  62.  .60 

8.     The  General  Property  Tax  in  California.     By  C.  C.  Plehn. 

Pp.  88.  .60 

4.     Area  and  Population  of  the  United  States  at  the  Eleventh 

Census.     By  W.  F.  Willcox.     Pp.  60.  .60 


Publications  of  the  American  Economic  Association 

5.  A  Discussion  Concerning  Uie  Currencies  of  the  British  Plan- 

tations in  America^  etc.     By  William  Douglass.     Edited 

by  C.  J.  Bullock.     Pp.  228.  .50 

6.  Density  and  Distribution  of  Population  in  the  United  States 

at  the  Eleventh  Census.     By  W.  F.  Willcox.     Pp.  79.  .60 

Volume  III,  1898 

Tenth  Annual  Meeting:  Hand-Book  and  Report.     Pp.  136.        .50 

1.  Government  by  Injunction.     By  William  H.  Dunbar.  Pp.  44.    .50 

2.  Economic  Aspects  of  Railroad  Receiverships.     By  H.   H. 

Swain.     Pp.  118.  .60 

3.  The  Ohio  Tax  Inquisitor  Law.     By  T.  N.  Carver.     Pp.  50.       .50 

4.  The  American  Federation  of  Labor.     By  Morton  A.  Aldrich. 

Pp.  54.  .50 

5.  Housing  of  the  Working  People  in  Yonkers.     By  E.   L. 

Bogart.     Pp.  82.  .50 

6.  The  State  Purchase  of  Railways  in  Switzerland.     By  Horace 

Michelle;  translated  by  John  Cummings.     Pp.  72.  .50 

Volume  IV,  1899 

Eleventh  Annual  Meeting:  Hand-Book  and  Report.  Pp.  126.     .50 

1.  I.  Economics  and  Politics.     By  A.  T.  Hadley.     II.  Report 

on   Currency    Reform.     III.    Report   on   the    Twelfth 
Census.     Pp.  70.  .50 

2.  Personal  Competition.     By  Charles  H.  Cooley.  Pp.  104.  -50 

3.  Economics  as  a  School  Study.     By  F.  R.  Clow.     Pp.  72.  .50 
4-6.     The  English  Income  Tax.     By  J.  A.  Hill.     Pp.  162.              1.00 
6.     (and  last).     Effects  of  Recent  Changes  in  Monetary  Stand- 
ards upon  the  Distribution  of  Wealth.     By  F.  S.  Kinder. 

Pp.  91.  .50 

NEW  SERIES 

1.  The   Cotton    Industry.     By   M.    B.    Hammond.     Pp.    882. 

{In  cloth  $2.00)  1.50 

2.  Scope  and  Method  of  the  Twelfth  Census.     Critical  dis- 

cussion by  over   twenty  statistical   experts.     Pp.   625. 
(Jn  cloth  $2.60.)  2.00 

THIRD  SERIES 

Note.— During  1896-1899  the  Association  issued  its  publication  in  two 
series,  vis.:  the  bimonthly  Economic  Studies,  and  the  "New  Series"  of  larger 
monographs  printed  at  irregular  intervals.  In  1900  it  reverted  to  the  policy 
of  issuing  its  monographs,  now  called  the  "Third  Series"  of  the  publications, 
at  quarterly  Intervals. 

Volume  I^  1900 

1.  Twelfth  Annual  Meeting:  Papers  on  Economic  Theory  and 
Political  Morality;  Trusts;  Railroad  Problems;  Public 
Finance;  Consumers'  League;  Twelfth  Census.  Pp.  186.     IjOO 
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2.     The  End  of  Villamage  in  England.*   By  T.  W.  Page.  Pp.  99.    1.00 
8.     Essays  in  Colonial  Finance.     By  members  of  the  Associ- 
ation.    Pp.  808.  1.50 
4.     Currency  and  Banking  in  the  Province  of  Massachusetts  Bay. 
By  A.  McF.  Davis.     Part  I:  Currency.     Pp.  464+19 
photogravure  plates.     {In  cloth  $2.00,)  1.75 

Volume  II,  1901 

1.  ^Thirteenth  Annual  Meeting:     Papers  on  Competition;  Com- 

mercial Education;  Economic  Theory;  Taxation  of 
Quasi-public  Corporations;  Municipal  Accounts.  Pp. 
300.  1.25 

2.  Currency   and   Banking.     By    A.    McF.    Davis.     Part    II: 

Banking.  Pp.  341  +  18  photogravure  plates.  (Jn 
cloth  $2,00.)  1.75 

3.  Theory   of   Value    before   Adam   Smith.     By    Hannah    R. 

Sewall.     Pp.  182.  1.00 

4.  Administration  of  City  Finances  in  the  U.  S.     By  F.   R. 

Clow.     Pp.  144.  1.00 

Volume  III,  1902 

1.  Fourteenth     Annual     Meeting:     Papers     on     International 

Trade;  Industrial  Policy;  Public  Finance;  Protective 
Tariff;  Negro  Problem;  Arbitration  of  Labor  Disputes 
in  the  Coal  Mining  Industry;  Porto  Rican  Finance; 
Economic  History.     Pp.  400.  1.50 

2.  **The  Negro  in  Africa  and  America.    By  Joseph  A.  Tilling- 

hast.     Pp.  240.  1.25 

3.  Taxation  in  New  Hampshire.     By  M.  H.  Robinson.  Pp.  282.    1.25 

4.  Rent  in  Modem  Economic  Theory.     By  Alvin  S.  Johnson. 

Pp.  136.  .75 

Volume  IV,  1903 

1.  Fifteenth   Annual   Meeting:      Papers   and   Discussions   on 

Economics  and  Social  Progress.  Trade  Unions  and  the 
Open  Shop;  Railway  Regulation;  Theory  of  Wages; 
Theory  of  Rent;  Oriental  Currency  Problem.  Pp.  298.       1.25 

2.  Ethnic  Factors   in  the   Population  of  Boston.     By   F.   A. 

Bushee.     Pp.  171.  1.00 

3.  History  of  Contract  Labor  in  the  Hawaiian  Islands.     By 

Katherine  Coman.     Pp.  74.  .75 

4.  *The  Income  Tax  in .  the  Commonwealths  of  the  United 

States.     By  Delos  O.  Kinsman.     Pp.  134.  1.00 

Volume  V,  1904 

Sixteenth  Annual  Meeting.     Papers  and  Proceedings  pub- 
lished in  two  parts. 
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1.  Part  I — Papers  and  Discussions  on  Southern  Agricultural 

and  Industrial  Problems;  Social  Aspects  of  Economic 
Law;  Relations  Between  Rent  and  Interest.     Pp.  240.     1.00 
Southern  Economic  Problems.     Reprinted  from  part  I.  .50 

Relations  Between  Rent  and  Interest.     By  Frank  A.  Fetter 

and  others.     Reprinted  from  part  I.  .50 

2.  Part  II — Papers  and  Discussions  on  The  Management  of  the 

Surplus  Reserve;  Theory  of  Loan  Credit  in  Relation  to 
Corporation  Economics;  State  Taxation  of  Interstate 
Commerce;  Trusts;  Theory  of  Social  Causation.  1.00 

Theory  of  Social  Causation.     By  Frank  H.  Giddings  and 

others.     Reprinted  from  part  II.  .50 

3.  Monopolistic  Combinations  in  the  German  Coal  Industry. 

By  Francis  Walker.     Pp.  340.  1.25 

4.  The  Influence  of  Farm  Machinery  on  Production  and  Labor. 

By  Hadley  Winfield  Quaintance.     Pp.  110.  .75 

Volume  VI,  1905 

Seventeenth  Annual  Meeting.  Papers  and  Proceedings  pub- 
lished in  two  parts. 

l.Part  I — Papers  and  Discussions  on  the  Doctrine  of  Free 
Trade;  Theory  of  Prices;  Theory  of  Money;  Open  Shop 
or  Closed  Shop.     Pp.  226.  1.00 

2.  Part  II. — Papers  and  Discussions  on  Government  Interfer- 
ence with  Industrial  Combinations;  Regulation  of  Rail- 
way Rates;  Taxation  of  Railways;  Preferential  Tariffs 
and  Reciprocity;  Inclosure  Movement;  Economic  His- 
tory of  the  United  States.     Pp.  270.  1.00 

8.     ♦♦The  History  and  Theory  of  Shipping  Subsidies.     By  R. 

Meeker.     Pp.  230.  1.00 

4.     Factory  Legislation  in  the  State  of  New  York.     By  F.  R. 

FairchUd.     Pp.  218.  1.00 

Volume  VII,  1906 

1.  Eighteenth  Annual  Meeting:     Papers  and  Discussions  on 

The  Love  of  Wealth  and  the  Public  Service;  Theory 
of  Distribution;  Government  Regulation  of  Railway 
Rates;  Municipal  Ownership;  Labor  Disputes;  The 
Economic  Future  of  the  Negro.     Pp.  325.  1.00 

2.  Railroad  Rate  Control.     By  H.  S.  Smalley.     Pp.  147.  1.00 

3.  On  Collective  Phenomena  and  the  Scientific  Value  of  Sta- 

tistical Data.     By  E.  G.  F.  Gryzanovski.     Pp.  48.  .75 

Hand-Book  of  the  Association^  1906.     Pp.  48.  .25 

4.  The  Taxation  of  the  Gross  Receipts  of  Railways  in  Wis- 

consin.    By  G.  E.  Snider.     Pp.  138.  1.00 
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Volume  VIII,  1907 

1.  Nineteenth  Annual  Meeting:     Papers  and  Discussions  on 

Modem  Standards  of  Business  Honor;  Wages  as  De- 
termined hy  Arbitration ;  Commercial  Education ;  Money 
and  Banking;  Western  Civilization  and  Birth  Rate; 
Economic  History;  Government  Regulation  of  Insur- 
ance; Trusts  and  Tariff;  Child  Labor.     Pp.  268.  1.00 

2.  Historical  Sketch  of  the  Finances  and  Financial  Policy  of 

Massachusetts  from  1780  to  1905.  By  C.  J.  Bullock. 
Pp.  144.  1.00 

Hand-Book  of  the  Association,  1907.     Pp.  50.  .25 

8.  The  Labor  Legislation  of  Connecticut.  By  Alba  M.  Ed- 
wards.    Pp.  322.  1.00 

4.     The  Growth  of  Large  Fortunes.     By  G.  P.  Watkins,  Pp. 

170.  1.00 

Volume  IX,  1908 

Hand-Book  of  the  Association,  1908.     Pp.  49.  .25 

1.  Twentieth   Annual    Meeting:     Papers   and   Discussions   on 

Principles  of  Government  Control  of  Business;  Are  Sav- 
ings Income;  Agricultural  Economics;  Money  and  Bank- 
ing; Agreements  in  Political  Economy;  Labor  Legisla- 
tion; Relation  of  the  Federal  Treasury  to  the  Money 
Market;  Public  Service  Commissions.     Pp.  811.  1.25 

2.  Chicago  Traction.     By  R.  E.  Heilman.     Pp.  181.  1.00 
8.     Factory  Legislation  of  Rhode  Island.     By  J.  K.  Towles. 

Pp.  119.  1.00 

4.  Progressive  Taxation  in  Theory  and  Practice.  Revised  Edi- 
tion. By  E.  R.  A.  Seligman.  Pp.  834.  (^In  cloth 
$1.76.)  1.25 

Volume  X,  1909 

1.  Twenty-first  Annual  Meeting:     Papers  and  Discussions  on 

The  Making  of  Economic  Literature;  Collective  Bar- 
gaining; Round  Table  on  Accounting;  Labor  Legis- 
lation; Employers*  Liability;  Canadian  Industrial  Dis- 
putes Act;  Modern  Industry  and  Family  Life;  Agri- 
cultural Economics;  Transportation;  Revision  of  the 
Tariff;  A  Central  Bank;  The  National  Monetary  Com- 
mission; Capitalization  of  Public  Service  Corporations 
in  Massachusetts.     Pp.  482.  1.50 

2.  Hank-Book  of  the  Association,  1909.     Pp.  59.  .25 
8.     The  Printers.     By  George  E.  Barnett.     Pp.  879.     (Jn  cloth 

$2.00.)  1.50 

4.     Life  Insurance  Reform  in  New  York.     By  W.  H.  Price. 

Pp.  95.  .75 
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Volume  XI,  1910 

1.  Twenty-second  Annual  Meeting:     Papers  and  Discussions 

on  History  of  the  Association;  Observation  in  Eco- 
nomics; Economic  Dynamics;  Theory  of  Wages;  Coun- 
try Life;  Valuation  of  Public  Service  Corporations; 
Trusts;  Taxation.     Pp.  386.  1.50 

2.  Hand-Book  of  the  Association,  1910.     Pp.  79.  .25 
8.     The  Child  Labor  Policy  of  New  Jersey.     By  A.  S.  Field. 

Pp.  229.  1.25 

4.     The  American  Silk  Industry  and  The  Tariff.     By  F.   R. 

Mason.     Pp.  178.  1.00 

The  publications,  1886-1910,  viz..  First  Series,  New  Series,  Eco- 
nomic Studies,  and  Third  Series,  twenty-eight  volumes,  in  cloth, 
$94.00.     Special  price  to  libraries  on  application. 


THE  ECONOMIC  BULLETIN 

Published  quarterly  in  1908,  1909,  and  1910,  and  containing  per- 
sonal notes,  news  of  the  economic  world,  announcements  of  special 
lines  of  investigation,  and  a  classified  and  annotated  bibliography 
of  the  current  books  and  articles  on  economic  subjects. 
Volume       I,  1908.     Four  numbers.  $2.00;  each     .60 

Volume     II,  1909.     Four  numbers.  $2.00;  each     .60 

Volume  III,  1910.     Four  numbers.  $2.00;  each     .60 

FOURTH  SERIES 
Subicriptioni  by  non-members,  libraries,  etc,  $6.00  a  year. 

Volume  I,  1911 

The  American  Economic  Review,  **March,  June,  September, 

and  December;  each,     1.00 

Twenty-third  Annual  Meeting:  Papers  and  Discussions  on  The 
Significance  of  a  Comprehensive  System  of  Education; 
Money  and  Prices;  The  Ricardo  Centenary;  Account- 
ing; Canals  and  Railways;  Population  and  Immi- 
gration; Labor  Legislation;  Taxation;  A  Definition  of 
Socialism;  Competition  in  the  Fur  Trade.     Pp.  888.  1.50 

Handbook  of  the  Association,  1911,  Pp.  69.     (Out  of  Print.) 

Volume  II,  1912 

The  American  Economic  Review,  March,  June,  September,  and 

December;  each,     1.00 

Supplement. — Twenty-fourth  Annual  Meeting: 

Papers  and  Proceedings.  The  Economic  Utilization  of 
History;  Tariff  Legislation;  The  Federal  Budget;  Rural 
Conditions;  Selection  of  Population  by  Migration;  The 
Price  Concept ;  An  International  Commission  on  the  Cost 
of  Living;  Industrial  Efficiency.  1.26 
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Volnme  III,  1918 

The  American  Economic  Review,  March,  June,  September,  and 

December;  each,     1.25 

Supplement. — ^Twenty-fifth  Annual  Meeting: 

Papers  and  Proceedings.  Population  or  Prosperity; 
The  Rising  Cost  of  Living — Standardizing  the  Dollar; 
Banking  Reform;  Theories  of  Distribution;  Farm  Man- 
agement; Governmental  Price  Regulation.     Pp.  155.         1.25 

Supplement — ^Handbook  of  the  Association,  1918.     Pp.  61.  .50 

Volume  IV,  1914 

The  American  Economic  Review,  March,  June,  September,  and 

December;  each,     1.25 

Supplement. — Twenty-sixth  Annual  Meeting: 

Papers  and  Proceedings.  The  Increasing  Governmental 
Control  of  Economic  Life;  The  Control  of  Public  Utili- 
ties; Railroad  Rate  Making;  Syndicalism;  Trust  De- 
cisions and  Business.     Pp.  211.  1.25 

Supplement. — Handbook  of  the  Association,  1914.  .75 

Volume  V,  1915 

The  American  Economic  Review,  March,  June,  September,  and 

December;  each,     1.25 

Supplement. — Twenty-seventh  Annual  Meeting: 

Papers  and  Proceedings.  Economics  and  the  Law; 
Regulation  of  the  Stock  Exchanges;  Market  Distribu- 
tion; Statistical  Work  of  the  United  States  Government; 
Relation  of  Education  to  Industrial  Efficiency;  The 
Effect  of  Income  and  Inheritance  Taxes  on  the  Distribu- 
tion of  Wealth;  Public  Regulation  of  Wages.  1.25 

Volume  VI,  1916  / 

The  American  Economic  Review,  March',  June,  September,  and 

December ;  each,     1 .25 

Supplement. — Twenty-eighth  Annual  Meeting: 

Papers  and  Proceedings.  The  Apportionment  of  Repre- 
sentatives; Effect  of  the  War  on  Foreign  Trade;  Budget 
Making  and  the  Increased  Cost  of  Government;  Eco- 
nomic Costs  of  War ;  Economic  Theorizing  and  Scientific 
Progress;  The  Role  of  Money  in  Economic  Theory; 
Price  Maintenance;  Investment  of  Foreign  Capital.  Pp. 
248.  1.25 

Supplement. — Handbook  of  the  Association,  1916.  .75 

Volume  VII,  1917 

The  American  Economic  Review,  March,  June,  September,  and 

December;  ^udi,    1.25 
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PROGRAM  OF  THE  THIRTY-FIFTH  ANNUAL  MEETING 

WEDNESDAY,  D&eefnber  g? 

2'JaO  P.  M.    Fmn  SEsnoK     (Joint  Meeting  witli  tlie  American  Statistical  Asso- 
ciation) 
General  Topic:    Thx  Outlook  fob  1928 
Paper:    The  Trend  of  Puces 

Alljm  A.  Young,  Harvard  University 
Paper:    The  Pkobablb  Tsekd  of  Rate  of  Iittebest  akd  Investmeitt 

H.  Parker  Willis,  Columbia  University 
Paper:    The  Outlook  fok  Wages  akd  EnPLoncEKT 
Alvin  H.  Hansen,  University  of  Minnesota 

Discussion: 
Wesley  C.  Mitchell,  Columbia  University 
Walter  W.  Stewart,  Federal  Reserve  Board^ 
Maiy  Van  Kleeck,  Russell  Sage  Foundation 

5HM)  P.  M.    Meetino  of  the  Executivb  ComirrrEE 

SHM)  P.  M.    Second   Session     (Joint    Meeting   with    the    American    Statistical 
Association  and  the  American  Sociological  Society) 

PixsmENTB'  Addkesses 
Presiding  OfiScer:    Walter  Dill  Scott,  Northwestern  University 

1.  The  Adventube  of  Population  Growth* 

W.  S.  Rossiter,  American  Statistical  Association 

2.  CoxpANT  V.  Trade  UnionsP 

Henry  R.  Seager,  American  Economic  Association 
8.    The  Moral  Dualism:  of  Machiavelli* 

J.  P.  Lichtenberger,  American  Sociological  Society 

10:00  P.  M.    Smoker^  in  the  Elizabethan  Room  of  the  Congress  Hotel,  tendered 
by  Northwestern  University  and  tlic  University  of  Chicago 

THURSDAY,  December  fS8 

9HX)  A.  M.    Business  Meeting     (See  report  on  page  289) 

10:80  A.  M.    Third  Sessidn 

General  Topic:    Economic  Theory  and  Practice 
Paper:    Some  Social  Aspects  of  Overhead  Costs 

J.  Maurice  Clark,  University  of  Chicago 
Paper:    Commercial  Rent  as  an  Expense  and  Its  Relation  to  Profits 

Horace  Secrist,  Northwestern  University 
Paper:    Local  Factors  in  Connection  with  Labor  Turnover 

Anna  Bezanson,  University  of  Pennsylvania 

Discussion: 
F.  H.  Knight,  University  of  Iowa 
Rexford  G.  Tugwell,  Columbia  University 


^id  not  supply  manuscript. 

"Printed  in  the  PubUcaJti4m$  of  the  American  StatUtical  Association. 
"Printed  in  the  American  Economic  Review,  March,  1928. 
^Printed  in  the  Proceedings  of  the  American  Sociological  Society, 
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12:80  P.  M.    SuBSCEiFnov  Bumr  LmrcHBOV  at  the  Cong;reaa  Hotel 

2*^  P.  M.    Fourth  Sesbiok  (Joint  Meeting  with  the  American  Association  for 
Labor  Legislation) 
General  Topic:    Factobs  Thax  Skottld  be  CovamnsD  nr  Makiko  Wabm 
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THE  TREND  OF  PRICES 

By  Allts  a.  Young 
Harvard  University 

It  would  be  unprofitable  for  me  to  attempt  to  make  this  paper  a 
summary  of  the  statistics  that  bear  upon  the  problem  of  the  course 
of  prices  in  the  immediate  future.  Such  statistics  are  now  marshalled, 
organized,  and  interpreted  by  groups  of  investigators  engaged  in  fore- 
casting general  economic  conditions.  I  could  at  best  turn  over  only 
a  few  spadefuls  in  the  field  they  cultivate  diligently.  I  shall  do  better, 
I  have  concluded,  to  limit  myself  to  a  review  of  some  of  the  more 
important  elements  of  the  problems. 

There  is  difference  of  opinion.  Business  men  outside  of  a  few  f avor^ 
ed  industries  seem  to  feel  that  on  the  whole  the  year  1922  has  been 
disappointing.  They  are  looking  forward  to  1928  with  uncertainty, 
not  unmixed  with  pessimism.  On  the  other  hand,  I  infer  that  students 
of  the  business  cycle  see  nothing  abnormal  and  no  large  measure  of 
imcertainty  in  the  present  situation.  Following  upon  the  collapse  of 
1920,  liquidation  and  recovery  seem  to  have  taken  their  normal  course. 
During  the  last  few  months  there  have  been  some  small  but  apparently 
trustworthy  signs  of  the  beginnings  of  another  period  of  credit  expan- 
sion, and  there  appear  to  be  no  immediate  obstacles  large  enough  to 
dieck  it. 

With  respect  to  this  issue  I  think  we  must  accept  as  probably  trust- 
worthy the  forecasts  founded  upon  the  analysis  of  the  business  cycle. 
Exact  quantitative  studies  of  the  phenomena  of  the  business  cycle  are, 
I  think  we  shall  agree,  the  most  important  contributions  American 
scholars  have  made  in  recent  years  to  the  science  of  economics.  Most 
of  our  working  knowledge  of  the  future  is  reducible  to  expectations 
that  events  will  follow  one  upon  another  in  sequences  such  as  we  have 
already  experienced.  Not  certainty,  of  course,  but  a  distinctly  high 
degree  of  probability  characterizes  the  inferences  drawn  from  the 
empirical  laws  of  the  business  cycle. 

There  are  some  few  dissenters  who  emphasize  the  undoubted  fact  that 
it  was  no  ordinary  business  cycle  that  came  to  an  end  in  1920 ;  and 
who  argue  that  in  proportion  as  inflation  and  the  rise  of  prices  were 
on  a  magnificent  scale,  so  the  period  of  deflation  and  of  falling  prices 
win  be  prolonged.  A  few  even  hold  that  prices  must  return  to  the 
pre-war  level  before  they  again  increase  noticeably. 

This  matter  of  a  possible  return  to  pre-war  prices  deserves  some 
passing  attention.  So  far  as  the  immediate  future  is  concerned,  such 
a  return  is  not  only  undesirable  but  impossible.  The  rapid  rise  of 
prices  was   attended  with  economic  injustice,  unevenly  distributed. 
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But  drastic  deflation  would  bring  with  it  a  new  series  of  burdens  and 
injustices,  only  in  small  part  compensating  for  the  old  ones.  It  would 
be  a  new  instance  of  two  wrongs  failing  to  make  a  right.  Deflation  of 
that  drastic  sort»  moreover,  is  beyond  the  powers  of  those  who  direct 
the  policies  of  the  federal  reserve  system, — and  I  do  not  mean  that  I 
think  there  is  any  reason  to  suppose  that  it  is  what  they  desire  or 
intend. 

Half,  or  more  than  half,  of  the  present  volume  of  deposits  in  the 
banks  of  the  country  has  been  created  by  purchases  of  government  and 
corporation  securities,  or  by  loans  in  which  such  securities  figure  as 
collateral.  That  much  at  least  of  the  present  volume  of  purchasing 
power  is  inelastic,  so  far  as  contraction  is  concerned.  It  may  be  in- 
creased, but  it  cannot  be  decreased  except  by  the  slow  processes  of 
taxation  and  of  the  accumulation  of  real  savings  in  advance  of  the 
year-to-year  requirements  of  industry.  Complete  deflation  is  impos- 
sible, therefore,  so  long  as  these  hardy  fruits  of  inflation  yet  live. 

The  general  level  of  prices,  declining  from  its  post-war  peak,  hat 
reached  a  broad  plateau,  of  which  the  eye  can  as  yet  see  no  ending. 
There  will  be  cyclical  and  other  oscillations,  but  these  do  not  deter- 
mine the  long-time  trend.  If  we  turn  to  past  experience  for  light 
on  the  distant  course  of  that  trend,  we  find  it  of  little  help.  The 
rise  of  prices  during  the  Civil  War  was  hardly  more  than  a  billow  on 
the  surface  of  the  general  current  of  world  prices.  It  was  quickly 
flattened  out  and  drawn  into  the  general  downward  course  of  that  cur- 
rent. The  world-wide  rise  of  prices  in  the  Napoleonic  period  affords 
a  better  parallel.  From  the  peak  they  reached  in  1814  prices  declined, 
at  first  rapidly  and  then  more  slowly,  interrupted  only  by  short  periods 
of  expansion,  like  that  of  the  thirties,  until,  in  the  middle  of  ^e  cen- 
tury, the  flood  of  new  gold  turned  them  upward  again. 

Should  we  infer  that  in  this  particular  history  is  likely  to  repeat 
itself?  Not  unless  we  have  no  reason  to  suppose  that  iiiere  are  no 
essential  differences  in  the  other  characteristics  of  the  post-war  periods 
we  are  comparing.  I  believe  that  there  are  differences  so  important 
that  we  cannot  afford  to  overlook  them. 

The  thirty  years  following  the  Napoleonic  period,  like  the  thirty 
years  following  the  Civil  War  were  marked  not  only  by  a  diminished 
production  of  the  precious  metals,  but  also  by  the  development  of  means 
of  communication  and  transport,  by  the  settlement  of  new  and  rich 
territories,  by  an  increase  in  the  rate  of  exploitation  of  the  woild's 
stores  of  mechanical  energy,  and  by  a  rapid  expansion  of  the  world's 
population.  What  appears  like  deflation  was  in  no  small  part  an 
expansion  of  the  physical  volume  of  trade. 

Can  one  look  forward  today  and  say  with  any  reasoned  conviction 
that  a  notable  further  increase  in  the  rate  of  accderation  of  the  worid's 
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economic  progress  is  probable? — ^such  an  increase  as  would  of  itself 
accomplish  a  substantial  part  of  the  work  of  deflation?  Is  not  the 
outlook  with  respect  to  the  increase  of  foods,  raw  materials*  and  sources 
-of  mechanical  energy  rather  such  as  to  lead  us  to  contemplate  the 
day  when  diminishing  returns  will  cease  to  appear  apologetically  in  our 
textbooks  as  a  mere  tendency,  once  of  some  local  importance  in  the 
England  of  Ricardo,  but  since  submerged  by  larger  forces?  No  one 
could  hold  that  the  physical  product  is  not  to  continue  to  increase, 
but  is  it  not  likely  that  its  increase  will  be  at  a  diminishing  rate?  And 
is  not  this  probability — or  possibility  if  you  will — enough  in  itself  to 
suggest  that  we  should  be  slow  to  assume  a  parallel  between  the  next 
thirty  years  and  the  periods  that  followed  the  Napoleonic  and  Civil 
wars? 

The  future  of  the  gold  supply,  of  course,  ought  to  enter  into  our 
calculations.  The  uncertain  factors,  however,  so  greatly  outweigh  the 
discoverable  ones,  tha'  the  best  that  could  be  offered  would  be  mere 
conjecture.  Furtheitnore,  except  for  times  of  extraordinary  changes 
in  output,  like  ihoF^e  at  the  middle  and  the  end  of  the  last  century,  the 
gold  supply  has  ir.ore  the  nature  of  a  dependent  than  of  an  independent 
variable.  There  may  be  a  new  California  or  a  new  Rand.  Failing 
that — ^and  the  world's  mineral  resources  have  been  so  thoroughly  map- 
ped that  we  unow  the  chances  are  against  it — it  seems  improbable  that 
the  world's  annual  gold  output  will  return  to  its  pre-war  level  so  long 
as  prices  remain  as  high  as  they  now  are. 

The  pre-war  production  of  gold  was  supporting  an  increasing  price 
level  The  present  annual  output  of  $850,000,000  would  support  a 
stationary  price  level,  but  hardly  one  so  high  as  we  have  now.  The 
dimini&hed  output  of  gold,  therefore,  is  likely  to  exert  a  downward  pull 
on  prices.  Offsetting  in  some  measure  this  downward  pull,  there  will 
undoubtedly  be  increased  economies  in  the  monetary  uses  of  gold.  A 
given  amount  of  gold  will  support  a  larger  measure  of  purchasing 
power  than  it  did  before  the  war.  A  quantitative  estimate  of  these 
opposed  tendencies  must  be  a  matter  of  impressions  rather  than 
of  exact  analysis.  My  own  impression — ^and  it  is  no  more  than  that — 
is  that,  even  with  a  declining  rate  of  increase  of  physical  production, 
something  like  equilibrium  between  the  output  of  goods  and  the  output 
of  gold  will  ultimately  be  reached  only  at  a  distinctly  lower  price  level 
than  is  in  immediate  prospect. 

All  this  has  very  little  to  do  with  prices  in  the  year  1928,  except 
so  far  as  it  eliminates  some  questions  and  thus  narrows  the  field  of 
discussion.  Our  immediate  interest  is  with  a  short  period  of  time — 
the  field  of  the  business  cycle.  But  the  business  cycle  is  a  fluctuation 
within  or  around  a  long-time  trend.     We  have  made  some  progress  in 
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our  analysis  if  we  may  conclude  that  there  is  little  reason  to  expect 
that  during  the  next  few  years  the  trend  will  be  downward. 

Two  unusual  factors  in  the  present  situation,  I  suppose,  are  in  the 
minds  of  those  who  distrust  present  forecasts  based  on  the  sequence  of 
events  in  past  business  cycles.  These  factors  are,  first,  the  unprece- 
dented size  of  our  gold  reserves,  coupled  with  the  facilities  the  federal 
reserve  system  affords  for  the  pyramiding  of  credit,  and,  second, 
Europe's  uncertainties. 

These  great  stores  of  gold  are  rightly  a  ground  of  uneasiness.  Tet 
I  do  not  share  the  fears  of  those  who  believe  that  the  revival  of  busi- 
ness will  feed  upon  those  reserves  until  they  are  all  but  completely 
absorbed  in  a  prodigious  rise  of  prices.  This  negative  conclusion  does 
not  depend  upon  the  probability  that  long  before  expansion  had  gone 
far  the  federal  reserve  banks  would  be  in  duty  bound  to  do  all  that 
they  could  to  restrain  it.  If  such  action  on  their  part  should  come, 
I  do  not  doubt  that  it  would  be  effective.  But  ^^rastic  action,  I  believe, 
is  not  likely  to  be  needed. 

I  do  not  mean  that  a  plentiful  supply  of  avail^xble  credit  does  not 
lead  to  business  expansion.  Some  few  economists  hold  that  an  ex- 
pansion of  credit  is  an  effect,  not  a  cause,  of  an  expansion  of  business 
and  of  an  increase  in  the  volume  of  goods  produced.  I  believe  that 
view  to  be  misleading  (rather  than  untenable)  first,  bejause  surplus 
reserves  are  a  necessary  condition  of  business  expansion,  a^d,  secondly, 
because  there  are  certain  relations  of  a  quasi-mechanical  sort  between 
low  interest  rates  and  business  revival. 

The  most  important  relation  of  this  sort  is  found  early  in  Ihe  period 
of  revival,  before  liquidation  of  the  debts  left  over  from  the  preceding 
business  cycle  has  been  completed.  Low  interest  rates  increase  the 
prices  of  bonds  and  create  conditions  favorable  for  long-time  borrow- 
ing. Whether  short-time  borrowing  is  more  profitable  at  one  time 
than  another  depends  on  the  differential  between  profits  and  interest. 
Of  the  two  the  rate  of  profits,  merely  because  it  is  subject  to  a  wider 
range  of  variation,  may  be  said  to  be  the  more  important  determining 
factor.  We  place  the  emphasis  rather  better,  perhaps,  when  we 
say  that  a  high  rate  of  profits  creates  a  demand  for  (short-time)  credit 
than  when  we  say  that  a  low  rate  of  interest  in  the  short-time  money 
market  attracts  borrowers. 

But  business  projects  looking  farther  ahead,  and  calling  for  the 
placing  of  investment  securities,  are  not  determined  wholly  or  even 
primarily  by  the  current  level  of  profits,  especially  at  a  time  when  the 
recovery  of  business  from  its  last  coUapse  is  not  yet  complete.  Low 
interest  rates  and  high  bond  prices,  rather  than  profits  and  the  volume 
of  business  immediately  in  prospect,  are  then,  in  a  real  sense,  the 
determining  factors. 
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According  to  the  corapilatioiis  of  the  Commercial  and  Financial 
Chronicle,  over  a  billion  dollars'  worth  of  corporation  securities  were 
issued  in  the  second  quarter  of  1922 — equalling  the  amount  issued  in 
the  last  half  of  1921.  Bond  prices  reached  their  peak  in  September, 
about  a  month  after  interest  rates  had  turned  upward.  Bond  issues 
have  since  declined,  and  relatively  to  stocks,  which  reflect  profits  rather 
than  interest  rates,  they  are  likely  to  decline  further. 

The  revival  of  the  building  and  construction  industries  is  thus  con- 
nected, in  a  quasi-mechanical  way,  with  the  condition  of  the  money 
market.  And  of  course  there  are  some  marginal  business  operations 
which  will  be  undertaken  when  interest  rates  are  low  that  distinctly 
higher  rates  might  prohibit.  But,  for  the  most  part,  once  business 
revival  is  under  way,  it  may  well  be  that  the  money  market  plays  a 
passive  role,  until  such  time  as  declining  profits  encounter  a  rising 
rate  of  interest,  and  expansion  comes  to  an  end. 

The  forces  at  work  within  a  period  of  business  expansion,  it  is  the 
general  opinion  of  competent  students,  are  partly  of  a  mechanical 
and  partly  of  a  psychological  order.  Expansion  is  a  bull  movement 
in  business,  reproducing  on  a  larger  scale  many  of  the  features  of  a 
bull  movement  on  the  stock  exchange.  Its  dominant  feature  is  the 
optimistic  discounting  of  income  from  future  sales.  For  a  while  opti- 
mistic expectations  justify  themselves.  Money  paid  out  in  the  ex- 
penses of  production  comes  back  in  the  form  of  consumers'  demand 
for  goods.  And  in  a  period  of  rising  prices,  consumers,  it  is  to  be 
observed,  go  into  the  bull  side  of  the  market  on  their  own  account. 
Larger  sales  to  them  at  higher  prices  demand  and  seem  to  justify 
larger  advance  of  bank  credit.  Again  sales  increase  as  consumers' 
incomes  increase,  and  so  the  process  of  expansion  continues  in  a 
cumulative  way  until  something  brings  it  to  an  end. 

Now  our  present  interest,  so  far  as  the  year  1928  is  concerned,  is  in 
what  brings  a  period  of  expansion  to  an  end.  If  there  are  no  limits 
except  those  set  by  bank  reserves  we  may  well  view  the  prospect  with 
dismay,  and  ask  ourselves  just  how  far  prices  would  rise  before  our 
present  reserve  ratio  of  approximately  twice  the  normal  legal  limit 
would  be  cut  in  half. 

Such  an  outcome  would  be  consistent  with  the  views  of  those  who 
interpret  the  business  cycle  wholly  in  terms  of  the  money  market.  Pros- 
perity comes  to  an  end,  they  hold,  because,  and  merely  because,  bank 
reserves  reach  their  end.  The  growth  of  deposits  diminishes  the  reserve 
ratio;  mfoney  is  drained  from  reserves  into  hand-to-hand  circulation 
as  wages  and  retail  prices  increase;  finally  the  higher  level  of  prices 
leads  to  an  unfavorable  balance  of  trade,  foreign  exchange  rates  rise, 
gold  is  exported,  and  the  banks  are  forced  to  contract  credit  and  thus 
precipitate  a  crisis. 
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Such,  in  rough  outline,  is  what  we  may  call  the  banking  theory  of 
crises.  It  is  not  to  be  doubted  that  it  describes  with  substantial  accu- 
racy some  aspects  of  some  business  cycles.  But  it  is  not  a  satisfactory 
general  account.  We  have  had  some  crises,  notably  that  of  1898,  in 
which  gold  exports  played  an  important  part.  We  have  had  others, 
like  that  of  1907,  with  which  gold  exports  had  little  or  nothing  to  do. 
It  is  clear,  furthermore,  that  transitions  from  favorable  to  unfavor* 
able  balances  of  trade  can  not  explain  world-wide  depressions  of  busi- 
ness. 

If  this  banking  theory  of  business  cycles  were  wholly  adequate,  the 
surest  and  simplest  way  of  doing  away  with  crises  would  be  to  abolish 
the  gold  standard.  With  irredeemable  paper  currency  there  should 
be,  if  this  view  is  right,  no  end  to  expansion  and  to  prosperity.  Europe's 
present  monetary  situation  would  be  one  to  be  envied.  But  the  fact 
is,  as  we  know,  that  no  increase  of  the  currency,  no  increase  of  credit, 
will  push  business  and  industry  up  with  it  beyond  a  certain  point.  Re- 
sistance or  drag  grows  at  an  increasing  rate.  No  amount  of  inflation 
can  do  more  than  delay  the  inevitable  collapse. 

We  may  conclude,  therefore,  that  it  is  not  necessary  that  a  period 
of  business  expansion,  once  under  way,  should  continue  until  the  sur- 
plus lending  power  of  the  banks  of  the  country  has  been  wholly  ab- 
sorbed. Other  obstacles  might  and  probably  would  first  retard  and 
then  stop  it  before  it  had  reached  that  point. 

Professor  Mitchell  and  other  careful  students  who  have  approached 
the  facts  of  the  business  cycle  without  preconceived  theses,  have  found 
it  necessary  to  attach  fundamental  importance  to  the  way  in  which 
the  costs  of  doing  business  increase  in  a  period  of  rising  prices.  While 
profits,  or  expected  profits,  are  increasing,  business  men  compete  with 
one  another  for  labor  and  raw  materials.  The  supply  of  each  is 
elastic  only  within  limits,  so  they  have  to  pay  more  for  them.  There 
is  common  testimony,  furthermore,  that  as  labor  becomes  more  fully 
employed  it  becomes,  on  the  average,  less  efficient.  And  as  the  capacity 
of  the  railways  and  industrial  plants  of  the  country  becomes  over- 
taxed they  too  become  relatively  less  efficient.  That  is,  they  are 
operated  at  increased  expense  per  unit  of  output.  Interest  rates  also 
increase,  but  this  is  a  factor  of  a  different  type,  and  on  the  whole  of 
less  importance.  Interest  rates  seem  again,  as  in  an  earlier  stage 
of  the  business  cycle,  to  have  more  importance  for  the  long-time  than 
for  the  short-time  money  market.  High  rates  make  producers  re- 
luctant to  build  new  plants,  even  when  the  capacity  of  their  old  plants 
has  been  reached. 

Such  are  some  of  the  principal  ways  in  which  costs  increase  during 
a  period  of  prosperity.  Important  as  these  factors  are,  however,  they 
do  not  by  ihemsehes  suffice  to  bring  about  a  collapse.    For  the  cz- 
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pesses  of  production,  viewed  from  another  angle,  are  money  incomes, 
and  must  in  turn  be  expended  for  consumers'  or  producers'  goods. 
Demand  for  goods  in  general  must  grow  as  fast  or  nearly  as  fast  as 
business  outlays  grow.  Why,  then,  should  expansion  stop,  unless  the 
supply  of  credit  gives  out? 

The  explanation  must  be  found,  not  in  a  difference  between  aggre- 
gate demand  and  aggregate  supply,  but  in  maladjustments  of  demand 
and  supply.  As  prices  increase  the  distribution  as  well  as  the  amount 
of  money  incomes  changes,  and  hence  the  incidence  of  the  demand  for 
different  types  of  consumption  and  production  on  goods  changes.  With- 
out a  careful  statistical  study  of  the  problem  it  would  be  hazardous  to 
generalize  respecting  the  precise  way  in  which  rising  prices  shift  de- 
mand. Fuller  employment  tends  to  make  labor's  relative  share  larger, 
whfle  the  lag  of  wages  behind  prices  tends  to  reduce  it.  How  much 
farmers  can  buy  depends  in  part  upon  the  crops  and  in  part  upon 
world  demand.  It  is  clear,  however,  that  in  a  period  of  rising  prices 
the  demand  for  luxuries  must  increase  faster  than  the  demand  for 
necessaries.  It  is  also  clear  that  prosperous  industries  not  only  attract 
larger  investments,  but,  just  because  they  are  prosperous,  have  larger 
funds  at  their  own  command.  Business  surpluses  grow  faster  than  the 
general  fund  of  disposable  savings. 

These  few  examples  must  suffice.  Overproduction  and  undercon- 
sumption theories  miss  the  point.  A  period  of  rising  prices  is  attended 
with  both  overproduction  and  underproduction,  with  underconsumption 
and  overconsumption.  The  expansion  of  production  does  not  and  can 
not  shift  its  direction  fast  enough  to  keep  pace  with  the  changing  distri- 
bution of  demand.  In  fact  it  advances  under  its  own  momentum  in 
such  a  way  as  to  increase  its  unfitness  to  m)eet  the  shifting  of  buyers' 
demands.  In  this  way  strains  accumulate  in  the  industrial  system 
which  of  themselves  would  bring  about  its  collapse,  whether  in  the 
course  of  an  ordinary  business  cycle  or  in  a  period  of  paper  money 
inflation. 

With  surplus  bank  reserves  as  small  as  they  were  in  the  United 
States  before  the  war,  and  as  likely  to  be  absorbed  early  in  the  period 
of  recovery  by  an  increase  of  investment  purchases  by  the  banks  and  by 
loans  on  stock-exchange  collateral,  the  supply  of  credit  was  undoubt- 
edly an  important  limiting  factor.  But  the  experience  of  other  coun- 
tri^,  and  notably  of  France,  shows  that  it  is  possible  for  central 
banks  to  maintain  large  surplus  reserves  without  making  use  of  dras- 
tic changes  of  discount  rates.  It  is  important  to  note,  however,  that 
these  large  reserves  could  hardly  have  been  preserved  if  the  banks 
holding  them  had  yielded  to  the  pressure  of  injBationists  and  had 
reduced  rates  in  order  to  delay  or  ward  off  a  period  of  business  de- 
pression.    Doubtless  under  American  conditions  variations  of  reserves 
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are  bound  to  be  much  larger  than  they  were  in  France ;  but  nevertheless 
I  think  it  improbable  that  in  an  average  business  cycle  the  expansion 
of  production  and  the  rise  of  prices  would  go  far  enough  to  exhaust 
reserves  as  large  as  we  now  hold,  unless  inflationists  should  get  control 
of  federal  reserve  banks. 

There  seems  to  be  a  general  agreement  among  those  who  have  com- 
pared the  happenings  of  the  last  year  with  the  sequences  of  events 
in  earlier  business  cycles  that  the  slow  advance  of  wholesale  prices 
which  has  continued,  with  some  slight  interruptions,  during  the  past 
year  will  persist  during  part  but  probably  not  all  of  the  coming  year. 
There  is  difference  of  opinion  with  respect  to  just  when  the  upward 
movement  will  end.  I  attach  much  weight  to  Professor  Persons'  care- 
fully considered  opinion  that  prices  are  likely  to  continue  to  rise  well 
into  the  second  half  of  1928,  possibly  through  most  of  the  year. 

So  far  as  I  know  no  one  has  ventured  to  predict  the  probable  extent 
of  the  rise.  During  the  past  year  the  increase  of  wholesale  prices, 
on  the  average,  has  been  from  12  to  16  per  cent.  Along  with  this 
increase  there  has  been  a  notable  gain  in  manufacturing  output,  al- 
though we  are  not  yet  back  to  a  normal  level  and  are  far  short  of  the 
post-war  peak,  which,  according  to  Professor  Day's  index,  was  reached 
in  March,  1920.  The  chances  are  that  in  1928  the  expansion  of 
credit  will  have  a  relatively  decreased  effect  on  otff|m#— even  though 
production  is  likely  to  be  considerably  increased — ^and  a  rdativdy 
larger  effect  on  prices. 

It  is  difficult  to  allow  for  the  influence  of  probable  changes  in  the 
prices  of  agricultural  products.  Despite  recent  recoveries,  the  prices 
of  farm  products  remain  low  as  compared  with  the  general  price  levd. 
.It  is  possible,  although  not  at  all  certain,  that  they  will  move  rather 
sharply  upward.  But  in  any  event  it  is  not  probable  that  during  the 
coming  year  they  will  fully  regain  their  relative  position  as  compared 
with  the  prices  of  manufactured  goods. 

In  earlier  business  cycles  prices  have  usually  increased  more  rapidly 
in  the  later  than  in  the  earlier  stages  of  the  period  of  expansion.  This 
fact  and  the  other  considerations  we  have  just  reviewed  afford  an 
inadequate  basis  for  a  forecast.  But  so  far  as  they  go  they  suggest 
that  the  rise  of  prices  in  1928  will  be  somewhat  greater  than  it  has 
been  in  1922. 

Some  may  say  that  there  are  elements  in  the  present  business  situa- 
tion which  will  retard  or  even  prevent  a  further  rise  of  prices.  The 
banks  carried  business  houses  through  the  collapse  of  1920  in  a  way 
that  was  impossible  before  the  federal  reserve  system  was  created. 
There  have  not  been  the  drastic  reductions  of  capitalization  that 
followed  some  of  the  earlier  crises.  Exact  comparisons  with  earlier 
periods  are  impossible,  but  the  lists  of  the  corporation  bonds  put  on  tbt 
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market  during  the  present  year  give  the  impression  that  an  unusual 
proportion  of  them  have  been  issued  to  fund  floating  debt  or  to  provide 
working  capital.  Business  houses,  it  might  be  inferred,  are  not  on  the 
whole  in  so  sound  a  condition  as  in  corresponding  stages  of  earlier 
cydes. 

Even  if  this  is  true — and  I  suspect  the  contrast  with  earlier  periods 
may  be  overdrawn — I  can  not  see  that  it  has  much  bearing  upon  the 
immediate  course  of  prices.  And  at  any  rate  there  are  compensating 
factors.  Thanks  in  part  to  the  effects  of  federal  taxation  upon  busi* 
ness  policies,  the  net  amount  by  which  business  establishments  are  over- 
capitalized is  probably  now  unsually  small. 

The  cost  of  living  in  1928  seems  hardly  to  offer  a  separate  problem. 
The  effect  of  a  probable  upward  trend  in  food  prices  may  possibly  be 
offset  in  part  by  a  decline  in  the  cost  of  fuel  and  light.  Building  costs 
have  increased  substantially  in  recent  months  and  are  more  likely  to 
increase  further  than  to  decline,  but  there  is  no  indication  as  yet  that 
there  will  be  marked  increases  of  rents.  In  general,  there  seems  to 
be  no  reason  to  expect  any  departure  from  the  well-nigh  universal  rule 
that  the  cost  of  living  follows  the  movement  of  wholesale  prices,  al- 
thou|^  with  a  distinct  lag  and  with  less  violent  fluctuations. 

The  European  situation  is  a  highly  uncertain  variable.  If  Europe 
should  merely  continue  on  the  way  of  slow  but  real  improvement  under 
the  surface  of  political  and  financial  turmoil,  the  course  of  prices  in  this 
country  would  hardly  be  affected ;  for  our  present  price  structure  may 
be  said  to  be  adjusted  to  the  present  European  situation. 

The  collapse  of  the  paper  currency  of  Germany  or  of  any  other 
important  country  of  western  Europe,  accompanied  by  a  writing  down 
of  its  internal  debts,  would,  after  the  immediate  reaction  had  passed, 
increase  Europe's  ability  to  borrow  from  us.  The  placing  of  any 
large  European  loans  in  this  country  would  lead  to  increased  exports 
and  would  make  prices  in  this  country  correspondingly  higher  and  our 
reserve  ratios  correspondingly  lower.  This  possibility,  however,  appears 
to  be  contingent  upon  the  willingness  of  the  reparation  claimants  to 
waive  the  first  liens  they  now  hold  on  Germamy's  power  to  pay. 

Thus  far  I  have  assumed  a  purely  passive  attitude  on  the  part  of 
the  federal  reserve  banks.  I  believe  that  slight  advances  in  rediscount 
rates,  largely  by  reason  of  their  psychological  effect,  would  retard  the 
expansion  of  business  and  diminish  the  rise  of  prices.  More  drastic 
steps  would  be  less  likely  to  hold  things  where  they  are  now  than  to 
force  a  reaction  in  prices.  If  prices  are  permitted  to  take  their 
normal  upward  course,  and  reaction  comes  later,  the  federal  reserve 
banks,  if  they  still  hold  surplus  reserves,  are  likely  to  be  pressed  to  use 
inflationary  measures  to  postpone  the  inevitable. 

The  year  1928  is  fairly  sure  to  put  the  economic  and  political 
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strength  of  the  federal  reserve  system  to  a  severe  test.  Maladjust- 
ments in  the  price  structure  and  the  uneven  progress  of  different  in- 
dustries make  it  hazardous  as  well  as  unwise  for  the  federal  reserve 
banks  to  act  now.  On  the  other  hand,  a  purely  passive  policy  will  in 
the  long  run  only  accentuate  the  difficulty  of  their  problems.  Some- 
where between  the  two  extremes  of  premature  action  and  of  action  too 
long  delayed  they  may  find,  it  is  to  be  hoped,  a  right  middle  course. 


THE  PROBABLE  TREND  OF  RATE  OF  INTEREST  AND 

INVESTMENT 

By  H.  Pabkb&  Willis 
Colwmbia  Univenity 

In  begmning  what  I  have  to  say,  a  personal  explanation  may 
not  be  out  of  place.  For  some  years  past,  I  have  felt  that  the  defi- 
nite forecasting  of  coming  economic  events  had  no  scientific  basis 
and  hence  was  unwarranted  as  a  phase  of  economic  study.  The 
passage  of  time  has  confirmed  me  in  this  belief,  and  it  seems  only 
fair  that  I  should  preface  my  remarks  today  with  the  statement  that 
they  are  to  be  taken  rather  as  a  diagnosis  of  existing  conditions  and 
tendencies  than  as  an  effort  to  predict,  or  any  pretense  at  individual 
ability  to  foresee,  the  course  of  affairs  during  the  coming  year,  or 
to  do  more  than  express  an  opinion  as  to  tendencies.  This  I  am 
8iire  is  the  attitude  of  all  scientific  students. 

I  believe  that  it  is  the  function  of  economic  science  to  make  care- 
ful analyses  or  diagnoses  of  existing  conditions  and  to  compare  them 
carefully  with  situations  of  an  analogous  character  that  have  de- 
veloped in  the  past.  Such  diagnoses  or  analyses,  when  checked  by 
such  historical  survey,  may  be  useful  as  a  guide  to  individual  judg- 
ment. Every  individual  must  form  his  own  opinions  of  prevailing 
tendencies  and  must  shape  his  conduct  for  the  future  largely  upon 
the  teachings  which  he  has  gathered  from  past  experience.  It  is 
weU,  therefore,  that  he  be  as  carefully  and  completely  informed  as 
possible,  and  time  is  not  lost  in  pointing  out  as  minutely  as  circum- 
stances permit  important  phases  of  existing  economic  relationships. 
What  is  essential  above  aU  things  is  to  remember,  first,  that  economic 
changes  do  not  come  even  approximately  at  the  dates  that  are  se- 
lected or  indicated  as  the  probable  times  of  change,  and,  second, 
that  it  is  always  possible  for  very  great  alterations  of  condition  to 
set  in  without  warning,  due  to  unexpected  or  unexplained  human  and 
other  factors  whose  influence  may  have  been  ignored  or  at  times  ex- 
aggerated, and  which  permit  of  no  exact  forecast  whatever. 

Remonbering  these  qualifications,  let  me  now  turn  first  to  a  review 
of  some  outstanding  events  of  the  year  just  closing,  and  thereby  estab- 
lish a  basis  for  some  generalizations  regarding  the  present.  The 
year  1922  has  been  a  period  of  disappointment.  Some  forecasters 
had  looked  for  an  early  revival  of  business,  which,  however,  has  come 
only  with  the  present  autumn,  although  it  had  been  preceded  by  finan- 
cial and  stock  market  revival  beginning  some  six  months  earlier.  In 
the  field  of  prices,  resumption  of  the  upward  movement  had  set  in  at 
about  the  beginning  of  the  year,  and  had  continued  until  a  little  past 
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midsummer,  only  to  be  followed  by  recession  and  later  by  the  present 
period  of  comparative  stability.  In  banking  we  began  the  year  with 
federal  reserve  and  member  bank  portfolios  greatly  reduced,  and  for 
the  first  six  months  of  the  year  the  enlargement  was  comparatively 
slow  in  any  and  decrease  continued  in  some.  During  the  second  six 
months,  however,  relative  increase  or  growth  has  been  very  substan- 
tial, especially  at  the  federal  reserve  banks.  But,  in  spite  of  these 
conditions,  interest  rates  have  advanced  only  slowly,  and  after  stand- 
ing for  a  good  many  months  at  low  figures,  have  even  now  attained 
only  a  moderate  level.  There  is  apparent  abundance  of  available 
current  funds,  and  an  enormous  technical  lending  power  in  the  federal 
reserve  banks,  due  to  the  great  accumulation  of  gold  there  as  a  result 
of  unduly  long  continuance  of  the  gold  hoarding  policy,  and  the 
liquidation  of  foreign  obligations  in  specie  rather  than  in  goods. 
From  the  securities  standpoint,  the  year  has  been  peculiar.  It  began 
with  values  on  a  relatively  unsatisfactory  level,  and  then  for  about 
five  months  passed  through  a  period  of  ^^boom"  during  which  aver- 
age quotations  were  greatly  advanced.  This  has  now  been  followed 
by  a  recession  in  which  about  one-third  of  the  entire  gain  during  the 
upward  movement  was  canceled,  although  later  recoveries  have  par- 
tially made  up  for  this  shrinkage,  to  the  extent  of  one-third  or  one- 
half  according  to  the  special  group  of  issues  under  study. 

Meanwhile,  trade  has  at  length  entered  upon  a  period  of  growth 
with  steel  plants  running  as  high  as  80  per  cent  of  capacity,  while 
carloadings  are  at  a  maximum  and  business  activity  in  many  direc- 
tions is  fully  up  to  what  may  be  called  normal  level.  Wholesale  and 
retail  trade  are  shown  by  appropriate  indexes  to  be  far  ahead  of 
last  year,  while  conditions  in  nearly  every  productive  and  distrib- 
utive line  indicate  enlargement  in  colume  of  activity.  Our  export 
trade,  it  is  true,  is  off  about  20  per  cent  from  that  of  a  year  ago, 
and  is  not  likely  to  recover.  On  the  other  hand,  it  still  remains  an 
open  question  whether  domestic  production  in  certain  lines  can  ex- 
pand very  much  farther  without  developing  an  outlet  abroad.  In 
some  lines  hesitation  or  slight  recession  is  already  obvious. 

This,  in  general,  affords  a  hasty  survey  of  the  main  underlying 
facts  of  the  past  year's  experience.  Let  us  now  inquire  as  to  the 
financial  and  investment  developments  of  the  year.  Outstanding 
among  these  is  the  great  net  increase  in  current  quotations  for  both 
stocks  and  bonds  to  which  reference  has  just  been  made,  and  the 
fact  that  simultaneously  with  this  increase  there  occurred  no  corre- 
sponding increase  in  the  short-term  charge  for  bank  accommodation. 
The  first  question  to  be  asked  is  whether  the  higher  levels  attained 
by  stocks  and  bonds  during  the  year  were  abnormally  high;  and 
whether,  if  they  were  not,  those  levds  may  be  expected  to  be  restored 
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and  perhaps  surpassed.  And,  as  a  first  step  in  answering  that  ques- 
tion, we  may  inquire  why  values  moved  steadily  upward  to  these 
levels,  notwithstanding  that  some  observers  had  long  been  inclined 
to  predict  that  no  such  recovery  was  probable  in  the  near  future. 
One  reason  for  the  advance  is  to  be  found  in  the  fact  that  very  great 
volumes  of  buying  power  had  been  set  free  as  a  result  of  the  shrinkage 
in  prices  during  1920-21  and  the  recession  in  business.  Houses  which 
found  that  they  had  settled  with  their  banks  and  with  their  other 
creditors,  and  still  had  on  hand  a  large  balance  of  fluid  funds,  sought 
to  convert  this  into  income-yielding  capital  assets,  and  accordingly 
bought  bonds  or  preferred  stocks.  This  demand  naturally  tended 
to  increase  the  price  of  the  securities  in  question,  and  was  aided  by 
an  increasing  speculation,  furthered  by  an  unduly  low  rate  for  money, 
which  had  been  helped  by  the  action  of  federal  reserve  banks  in  cut- 
ting discount  rates  too  early  and  too  far,  partly  perhaps  because 
of  pressure  from  a  public  desirous  of  restoring  business  activity. 

The  stock  market  would  not  thus  have  advanced,  had  it  not  fore- 
seen some  recovery  in  business,  but  the  early  advent  of  such  recovery 
had  been  fairly  evident  for  several  months  before  the  opening  of  1922, 
due  to  the  fact  that  stocks  of  merchandise  were  becoming  exhausted, 
while  the  resumption  of  better  conditions  of  employment  after  the 
so-called  '^unemployment  crisis"  in  the  late  sununer  and  autumn  of 
1921  was  tending  to  stimulate  demand.  Advance  in  values  of  stocks 
and  bonds  was  apparently  somewhat  ^'overdone,"  and  high  levels 
that  were  finally  attained  could  have  been  made  permanent  or  im- 
proved upon  only  as  a  result  of  more  extended  gains  in  business, 
accompanied  by  more  thorough  readjustment  of  prices  and  values 
among  industrial  groups.  Thus,  at  the  close  of  the  summer  of  1922, 
the  question  to  be  asked  was  simply  this:  Have  prices  and  business 
conditions  been  sufficiently  carefuUy  readjusted  to  one  another  to 
permit  activity  of  business  to  be  resumed  and  to  continue? 

The  answer  to  this  question  was  partly  afforded  by  the  action 
of  Congress  in  adopting  a  tariff  bill  which  must  necessarily  have  a 
very  serious  reflex  effect  upon  our  foreign  trade.  It  was  partly 
afforded  by  the  action  of  groups  of  producers  who  insisted  upon 
maintaining  prices  through  trade  agreements  and  refusing  a  re- 
adjustment to  something  nearer  pre-war  conditions.  It  was  partly 
afforded  by  the  refusal  of  bodies  of  organized  labor  to  accept  any 
adjustment  with  the  employer  which  would  imply  considerable  re- 
duction from  the  high  level  of  war  wages.  These  restrictions  upon 
competition  necessarily  retarded  the  movement  back  toward  older 
conditions,  and  made  it  evident  that  the  business  improvement  which 
had  set  in  must  be  partial  and  incomplete. 

At  the  same  time,  several  internal  factors  in  the  situation  were  at 
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work.  It  was  evident,  as  business  activity  grew,  that  business  men, 
instead  of  borrowing  more  heavily  from  banks,  were  getting  the 
funds  they  needed  by  ^^dumping"  their  holdings  of  securities  on  the 
market,  thus  at  once  'Haking  profits"  and  preventing  further  up- 
ward movement  of  values.  Increasing  business  activity  also  drew 
off  from  the  market  funds  which  had  been  offered  at  short  term  by 
banks,  with  the  result  that  stock  market  quotations  naturally  tended 
to  shrink.  The  condition  thus  created,  although  technically  assign- 
able to  such  factors  as  changes  in  the  banking  situation,  refusal  to 
produce  freely,  and  the  like,  was  thus  fundamentally  the  outgrowth 
of  incomplete  readjustment  after  the  war.  Prices  had  not  faUen 
sufficiently,  nor  had  they  fallen  anything  like  evenly  enough,  to  pro- 
vide a  sound,  stable  basis  upon  which  to  build  the  new  business  struc- 
ture. The  result  has  been  a  halting  and  incomplete  recovery,  which 
probably  could  not  have  been  perfect  even  if  our  tariff  and  fiscal 
policies  had  been  more  enlightened,  and  which  when  combined  with 
unsatisfactory  tariff  and  fiscal  measures  had  the  effect  of  prevent- 
ing improvement  from  going  far. 

Combined  with  this  domestic  situation,  was  a  state  of  things  in 
foreign  countries  which,  of  course,  was  far  from  normal.  One  of 
the  factors  which  during  the  first  months  of  the  year  made  strongly 
towards  a  higher  level  of  home  prices,  and  which  tended  to  drain  off 
available  supplies  of  capital,  was  the  fact  that  foreign  countries 
had  apparently  once  more  gained  access  to  this  market  and  were 
disposed  to  make  use  of  their  advantages.  During  the  first  six  months 
of  the  year,  we  were  floating  foreign  loans  at  a  rate  which  averaged 
a  good  deal  more  than  $100,000,000  per  month.  This  state  of  things, 
had  it  continued  long,  must  have  powerfully  tended  to  raise  rates 
for  capital,  and  thus  have  restricted  the  supply  available  for  do- 
mestic use,  with  corresponding  advance  in  charges.  It  did  not 
last  long,  however,  but  the  loss  of  confidence  which  set  in  at  about 
midsummer,  due  to  the  development  of  a  fresh  reparations  crisis, 
prevented  the  further  growth  of  our  takings  of  foreign  bonds.  These 
bonds,  so  far  as  issued,  have  largely  continued  in  an  undigested  con- 
dition, and  it  is  not  yet  clear  what  the  permanent  attitude  of  the 
investor  toward  them  is  likely  to  be.  Suspension  of  these  advances, 
however,  has  the  effect  of  releasing,  or  at  all  events  of  leaving  free, 
a  large  amount  of  domestic  funds  which  could  now  be  used  for  home 
undertakings,  but  which  otherwise  would  have  gone  to  foreign  coun- 
tries. As  business  expanded,  the  increasing  strain  upon  the  banks 
was  thus,  in  a  measure,  relieved  by  the  lessening  of  foreign  demands 
previously  felt  and  previously  involving  a  very  severe  reduction  in 
available  resources. 

We  may  now  turn  to  the  present  situation  as  interpreted  in  the 
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]i|^t  of  these  conditions.  On  the  whole,  the  volume  of  production 
at  the  present  time  is  satisfactory.  Railroads  have  practically  all 
that  they  can  do  to  transport  freight,  the  steel  industry  running  up 
to  capacity  so  far  as  domestic  production  is  concerned,  for  domestic 
capacity  may  be  figured  as  about  80  per  cent  of  full  or  theoretic 
capacity.  Coal  mines  are  being  worked  overtime,  and  their  output 
is  practically  as  large  as  physical  conditions  or  mining  will  penoit. 
The  textile  industry  is  well  booked  with  orders,  and  in  many  other 
lines  orders  are  plentiful.  Our  plant  capacity  is  fairly  well  occupied 
for  the  present.  All  this  has  seemed  to  augur  for  some  time  to  come 
at  least  a  very  favorable  situation  in  which  there  should  be  a  heavy 
demand  for  bank  funds  with  corresponding  enlargement  of  commer- 
cial loans  and  of  deposits  in  banks.  This  should  probably  be  re- 
flected to  some  extent  in  higher  rates  of  interest  for  capital,  with 
rather  greater  difficulty  in  putting  securities  on  the  market  except 
at  remunerative  rates  of  income.  Higher  rates,  both  short  term 
and  long  term,  ought  to  ensue,  and  there  should  be  a  reasonably 
extensive  advance  in  prices.  According  to  some  statisticians,  the 
continued  price  advance  in  conunodities  on  the  present  movement 
ought  to  extend  at  least  6  or  7  points  farther  before  the  end  of  the 
present  season  and  the  advent  of  active  spring  trading  in  1928. 
By  making  the  cost  of  capital  higher  and  at  least  somewhat  further 
accentuating  prices,  business  men  might  be  expected  to  bring  about 
a  situation  in  which  the  actual  cost  of  investment  capital  would  be 
greater,  rates  accordingly  higher,  and  business  results  correspond- 
ingly less  satisfactory  from  the  standpoint  of  economy. 

Instead  of  this,  there  are  now  some  evident  signs  of  business  re- 
cession. Apparently  the  railroads  have  about  all  that  they  can  do, 
yet  even  at  that  they  are  not  making  much  money  except  in  a  minority 
of  instances.  Moderate  earnings  will  be  shown  by  the  more  pros- 
perous steel  companies,  but  the  year  will  result  in  unsatisfactory 
returns  for  a  good  many.  The  most  urgent  requirements  in  new 
building  have  been  satisfied  and  not  very  much  growth  need  be  ex- 
pected in  that  direction,  barring  fresh  developments.  Without  multi- 
plying details,  it  may  be  quite  positively  asserted  that  the  edge  ap- 
pears to  be  taken  off  our  prosperity. 

Will  this  condition  be  altered?  Strongly  in  the  negative  is  the 
evidence  afforded  in  a  number  of  lines  of  effort.  Our  tariff  policy 
is  already  exerting  a  stranglehold  upon  business  of  many  kinds.  Our 
immigration  policy  has  prevented  the  bringing  in  of  new  labor  ready 
to  perform  the  necessary  basic  work  at  a  moderate  cost.  Our  taxa- 
tion system  has  very  greatly  reduced  the  incentive  to  activity  in 
business.  Many  other  elements  working  in  the  same  direction  could 
be  dted,  but  the  influence  of  all  may  be  summed  up  by  saying  that 
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they  tend  to  prevent  full  expansion  of  productive  activity.  On  the 
other  hand,  it  is  to  be  noted  that,  even  without  these  restrictive 
factors,  there  was  some  ground  for  feeling  that  steady  advance  of 
prosperity  was  doubtful.  The  maladjustment  of  prices  among  in- 
dustrial groups,  the  maintenance  of  values  for  manufactured  goods 
at  the  same  time  that  agricultural  prices  had,  in  various  branches, 
been  pushed  back  toward  a  pre-war  level,  all  militated  very  strongly 
against  continuation  of  the  larger  activity  in  business  which  has  set  in. 
We  shall  have  to  go  much  farther  in  readjustment,  and  we  shall  have 
to  remove  at  least  the  most  serious  of  our  commercial  restrictions 
if  we  expect  to  see  complete  recovery  throughout  our  entire  business 
system. 

From  another  standpoint,  it  may  be  questioned  whether  we  can 
attain  full  prosperity  with  a  foreign  policy  of  the  kind  that  is  now 
being  pursued.  Refusal  to  assist  in  restoring  stability  abroad,  and 
refusal  to  furnish  credit  in  needed  quantities  to  fordgn  countries, 
necessarily  tends  to  make  the  United  States  more  than  ever  a  non- 
competing  group  and  limit  the  scope  of  its  activities.  This  may 
avoid  losses  at  many  points  but  it  also  prevents  the  making  of  gains 
or  the  taking  of  advantages  at  many  others.  It  is  undoubtedly  a 
serious  factor  in  the  present  outlook  and  cannot  help  exerting  a 
highly  depressing  influence  upon  the  advance  of  domestic  business. 

Judging  from  the  present  prospects,  therefore,  one  should  look 
forward,  during  the  early  part  of  1923,  to  a  continuation  of  mod- 
erately good  business  as  at  present,  but  probably  with  a  tendency  to 
declining  activity,  and  on  the  whole  to  declining  profitableness.  Rec- 
ognizing this  situation,  the  stock  market  may  perhaps  be  expected 
to  continue  on  a  level  similar  to  that  which  it  now  occupies  pending 
the  time  that  definite  improvement  in  business  is  noted.  With  ex- 
pansion thus  checked,  price  expansion  may  also  be  expected  to  un- 
dergo a  check,  and  to  continue  relatively  slowly  if  at  all.  As  for  the 
values  of  securities,  they,  with  nothing  much  better  in  sight  from 
the  general  economic  standpoint,  can  hardly  be  expected  to  go  far 
above  present  levels.  The  effect  of  this  slowing  down  of  business 
should  be  to  release  capital,  by  taking  the  potential  strain  off  from 
it  in  a  measure,  and  to  that  extent  may  tend  to  sustain  security 
prices  by  putting  a  certain  amount  of  funds  back  into  the  invested 
form  in  proportion  as  the  demand  for  such  money  in  short-term 
commercial  business  is  lessened.  On  the  whole,  however,  a  slight 
upward  tendency  in  interest  rates,  sufficient  to  hold  funds  to  the 
desired  extent  in  active  business  may  be  anticipated.  Sununing 
up,  we  may  naturally  look,  in  these  circumstances,  for  stable  or 
somewhat  lessened  trade,  stock  and  bond  quotations  of  a  fairly  stable 
variety  or  with  inclination  to  weakness,  slightly  higher  interest  rates. 
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and  a  continued  process  of  readjustment  in  prices  and  business  re- 
lations, pending  the  time  that  industry  is  restored  to  a  profitable 
money-making  basis  in  which  the  labor  element  renders  an  equivalent 
for  the  wages  paid  to  it. 

All  of  this  analysis  of  prospective  business  conditions  necessarily 
presupposes  the  use  of  the  ^'covering  words"  so  familiar  in  economic 
writing  "other  things  being  equal."  But  other  things  never  are  equal, 
and  this  is  the  essential  difficulty  in  forecasting.  At  the  present  time 
two  great  facts  or  classes  of  conditions  are  to  be  taken  into  account 
as  modifying  the  entire  situation  which  exists  at  the  close  of  1922, 
and  which,  therefore,  must  be  regarded  as  modifying  the  expected 
course  of  future  events.  These  two  great  facts  are  our  banking 
policy  and  our  foreign  policy.  A  fundamental  change  in  either  may 
profoundly  affect  the  general  course  of  our  business  developments,  and 
hence  of  interest  rates  and  investment  values,  to  which  I  am  chiefly 
addressing  myself. 

Let  us  see  how  this  matter  stands.  The  federal  reserve  system 
is  now  the  holder  of  the  residual  commercial  lending  power  of  the  coun- 
try. If  it  determines  to  expand  freely  at  low  rates  of  interest  and 
without  restriction,  the  effect  undoubtedly  will  be  to  release  cash  both 
for  business  and  for  stock  market  purposes.  The  concomitant  which 
may  be  expected  is  an  impetus  to  rising  prices  and  along  with  such 
a  price  movement  a  development  of  what  is  popularly  called  inflation. 
For  a  year  or  more  past  some  of  our  largest  banks  have  fought  against 
the  inflationary  tendency  due  to  the  present  policies  of  the  govern- 
ment and  of  the  reserve  system.  They  have  not  been  particularly 
successful,  as  shown  by  the  fact  that  prices  have  been  advanced  20  or 
30  points  in  the  course  of  the  year,  according  to  index  and  method 
of  estimate.  Prices  have  been  held  back  from  a  still  greater  rise  by 
the  fact  that  business  conditions  were  not  altogether  favorable  to 
rapid  growth,  for  reasons  already  sketched  as  well  as  because 
bank  credit  had  already  been  cut  back  very  sharply  during  1920-21. 
Now,  what  is  the  present  position  of  the  federal  reserve  system? 
At  present  the  reserve  banking  system  is  not  far  from  the  posi- 
tion which  it  occupied  about  a  year  ago.  At  the  close  of  the  year 
1921,  after  about  eighteen  months  of  liquidation,  the  system  had 
reached  what  at  that  time  was  considered  a  very  low  point  in 
its  operations.  The  amount  of  bills  on  hand  in  the  twelve  banks, 
representing  the  commercial  accommodations  extended  to  the  public, 
was  about  $1,350,000,000.  Today  the  bills  on  hand  are  about 
$867,000,000,  or,  roughly  speaking,  $483,000,000  less  than  they  were 
a  year  ago.  At  the  same  time,  the  gold  on  hand  is  about  $3,045,- 
792,000.  That  is  an  increase  of  close  to  $175,000,000,  an  accumu- 
lation which  has  resulted  from  net  importations  of  gold  during  the 
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past  year.  The  reserve  percentage  is  not  far  from  the  same,  being 
72.8  as  against  70.7.  Outstanding  notes  are  ahnost  exactly  the 
same,  being  in  the  neighborhood  of  $2,450,000,000.  Member  bank 
reserve  accounts  are  about  $137,000,000  higher  than  a  year  ago, 
being  $1,840,000,000.  Now  this  situation  summed  up  simply  amounts 
to  a  statement  that  the  system  is  rather  stronger  in  gold  than  it  was 
a  year  ago,  and  that  such  increase  in  gold  is  somewhat  more  than 
paraleled  by  a  corresponding  increase  in  liability  to  members,  while 
to  the  public  the  outstanding  liability  (notes)  is  practically  the 
same  as  a  year  ago.  In  the  meantime,  the  whole  system  has  passed 
through  a  period  of  much  greater  reduction,  reaching  its  low  point 
about  midsummer.  Apparently  that  was  the  lowest  point  in  the  swing 
downward.  Accommodation  to  the  business  public  is  now  practi- 
cally four-fifths  higher  than  it  was  six  months  ago  as  shown  by  bills 
held.  Or,  stated  in  another  way,  the  system  has  moved  down  into 
the  trough  of  depression  and  then  up  out  of  it,  and  is  now  just  about 
six  months  beyond  low  point,  or  nearing  the  same  relative  position 
as  last  year.  This  suggests  that  as  things  stand  we  should  expect 
a  still  further  movement  of  commercial  accommodations  upward,  or, 
in  other  words,  still  further  ^^expansion."  How  far  is  it  still  likely 
to  extend? 

The  answer  to  such  a  question  depends  largely  upon  the  condi- 
tion of  member  banks.  That  condition  can  be  best  judged  by  the 
figures  relating  to  the  status  of  member  banks  in  one  hundred  prin- 
cipal cities  (about  800  in  number),  which  represent  about  40  per 
cent  of  the  commercial  bank  assets  of  the  nation.  As  compared  with 
a  year  ago,  reports  of  the  nearly  eight  hundred  banks  show  about 
$50,000,000  less  in  loans  and  discounts,  but  also  show  that  loans,  dis- 
counts, and  investments  are  just  about  $1,000,000,000  larger  than 
last  year,  being  $15,789,000,000.  Net  demand  deposits  show  a  gain 
of  about  $800,000,000,  being  $11,111,839,000,  while  time  deposits  are 
$3,690,593,000,  a  gain  of  $711,000,000.  The  dependence  of  the  mem- 
ber banks,  as  indicated  by  the  amount  which  they  have  rediscounted 
with  the  federal  reserve  banks  is  still  considerably  less,  the  total  of 
their  borrowings  from  reserve  banks  being  about  $163,000,000  as 
against  $400,000,000  a  year  ago.  The  amount  of  funds  obtained 
from  the  reserve  banks  is  somewhat  less,  there  being  at  the  present  time 
about  $360,000,000  less  of  accommodation  extended  to  them.  Smnming 
up  the  situation,  it  amounts  to  this:  Selected  member  banks  (eight 
hundred  representative  institutions  which  report  weekly  and  have 
about  40  per  cent  of  the  total  commercial  banking  assets)  are  already 
indebted  to  the  public  in  the  form  of  demand  and  time  deposits  to 
the  extent  of  about  $1,500,000,000  more  than  last  year  at  this  time. 


The  Probable  Trend  of  Rate  of  Interest  and  Investment        23 

while  their  assets  in  the  form  of  loans  and  discounts  and  investments 
have  been  increased  in  a  smaller  proportion,  such  increase  however 
consisting  largely  of  investments.  This  seems  to  mean  a  total  de- 
mand deposit  expansion  for  all  banks  of  about  $2,500,000,000. 

In  other  words,  there  has  been  a  very  marked  expansion  in  the 
course  of  a  year,  and  this  expansion  (as  in  the  case  of  the  reserve 
banks)  has  come  in  large  measure  during  the  latter  part  of  the  year. 
The  expansion,  morever,  has  been  made  in  such  a  way  as  to  necessi- 
tate a  resort  to  the  reserve  banks,  the  members  continuing  to  hold 
a  considerable  amount  of  investments  as  compared  with  a  year  ago. 
Further  expansion,  then,  in  the  way  of  accommodation  to  the  public 
would  apparently  require  still  more  dumping  of  investments  on  the 
market,  or  else  resort  to  reserve  banks  for  larger  accommodations, 
which  of  course  would  mean  a  narrowing  of  the  surplus  lending  power 
of  these  institutions.  Which  will  be  the  step  to  be  taken  by  the 
member  banks? 

Probably,  as  things  stand,  the  tendency  will  be  to  call  upon  re- 
serve banks  for  an  increased  amount  of  rediscounts.  With  reserve 
bank  rates  at  the  present  low  figure  of  4  per  cent  in  New  York  and 
Boston,  the  effect  of  the  situation  is  to  make  it  worth  while  for  mem- 
bers to  discount.  Call  rates,  for  example,  have  been  quite  stable 
around  5  per  cent  for  some  time  past.  There  is,  therefore,  a  very 
distinct  profit  to  be  made  by  borrowing  at  4  and  lending  at  5  or  5^. 
On  the  other  hand,  ordinary  business  paper  is  now  bringing  con- 
siderably more  than  a  while  ago,  few  loans  being  made  at  less  than  6 
per  cent  and  many  at  6.  The  bulk  of  the  investments  being  carried 
by  the  banks  yield  them  at  least  4^  per  cent,  and  some  considerably 
more  than  that.  According  to  the  latest  statement,  they  have  on 
hand  nearly  $1,500,000,000  in  government  bonds  held  by  the  eight 
hundred  banks  already  referred  to,  and  this  may  mean  for  the  entire 
country  $8,000,000,000  or  more.  Most  of  these  holdings  are  the 
ordinary  4^  Liberty  bonds,  which  the  banks  will  hardly  **dump" 
as  long  as  they  can  get  accommodation  through  rediscounts  at  4 
to  4^  per  cent.  There  are  thus  a  good  many  factors  making  for 
inflation.  In  this  connection,  it  is  interesting  to  note  that  New  York 
banks  have  been  informed  that  they  need  no  longer  send  in  reports 
of  their  brokers'  loans,  thus  relieving  them  from  the  surveillance  of 
this  sort  which  has  existed  for  a  good  while  past.  The  situation, 
especially  if  interest  rates  should  rise  a  little  further  and  funds  be- 
come a  little  scarcer,  would  be  such  as  to  stimulate  heavier  borrow- 
ing at  reserve  banks.  Undoubtedly,  it  is  with  a  view  to  meeting  some 
such  situation  that  the  Treasury  Department  is  trying  to  facilitate  the 
forcing  of  gold  out  of  the  vaults  of  the  reserve  banks — a  policy 
which  it  cannot  easily  foUow  because  the  circulation  largely  consists 
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of  federal  reserve  notes  which  are  now  outstanding  in  a  considerably 
larger  amount  than  a  year  ago.  This  policy  has  driven  out  of  the 
banks  something  like  $50,000,000  net,  or  a  little  less,  a  sum  which, 
of  course,  is  almost  negligible  when  compared  with  the  more  than 
$3,000,000,000  held  in  the  banks.  The  manifest  reading  of  the  situa- 
tion seems  to  be  that  the  ground  has  been  prepared  for  an  inflationary 
movement,  which  is  feared  by  many,  and  is  positively  predicted  by 
not  a  few. 

The  effect  of  a  further  development  of  the  present  position,  with 
growth  of  loans,  continued  holding  of  large  quantities  of  bonds, 
stocks,  and  other  investments  in  banks,  broadening  of  the  discount 
accommodation  obtained  from  reserve  institutions,  and  continued  ex- 
pansion of  deposit  accounts  and  note  issues,  if  it  occurs,  will  un- 
doubtedly be  the  same  in  the  future  as  it  has  been  in  the  past.  These 
conditions  may  be  expected  to  operate  as  a  spur  to  higher  commodity 
prices  and  higher  quotations  in  the  financial  market,  and  to  stimu- 
late dealings  on  a  basis  of  interest  low  as  compared  with  the  rate 
that  would  be  dictated  were  it  not  for  artificial  aid  to  be  derived 
from  federal  reserve  banks.  The  outcome  of  such  a  policy  may 
easily  be,  should  other  conditions  call  for  it,  to  facilitate  a  new  in- 
flation period,  with  overbooming  and  ^^boosting"  of  values  in  some- 
what the  same  way  as  was  witnessed  after  the  close  of  the  war. 
Immediate  remedies  against  such  a  danger  would  be  either  pressure  on 
the  part  of  the  authorities  at  Washington  to  compel  banks  to  ^^dump*' 
their  investment  holdings  so  far  as  possible,  instead  of  rediscounting, 
or  drawing  the  lines  more  tightly  with  respect  to  eligibility,  or  ad- 
vancing the  rate  of  discount.  European  experience  shows  that  the 
last  remedy  is  of  no  use  after  inflation  has  become  fairly  started; 
it  must  be  applied  early  in  order  to  be  effective.  There  is  apparently 
little  disposition  to  apply  it  at  the  present  time,  and  this  fact  tends 
to  confirm  the  inferences  already  stated  with  respect  to  inflation 
prospects. 

The  other  fact  of  importance  which  must  be  taken  into  account 
is  the  present  position  in  our  foreign  policy  and  foreign  trade.  Have 
we  at  the  present  time  a  foreign  policy  which  would  tend  in  any  way 
to  affect  the  business  and  so  the  investment  situation?  Our  tariff 
and  our  isolation  have  so  far  had  depressing  effects,  notwithstand- 
ing that  they  are  adopted  with  the  belief  that  they  would  advance 
business  prosperity.  Our  Administration  at  Washington  has  in  short, 
in  this  aspect  of  its  activity,  been  tending  to  cut  off  business  and 
damage  prosperity.  It  has  been  living  in  a  past  in  which  domestic 
business  was  the  controlling  factor,  and  has  neglected  the  circum- 
stance that  during  the  war  we  equipped  ourselves  as  a  large  export 
nation  and  became  a  creditor.     Ignoring  the  fact  that  the  industrial 
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system  of  the  United  States  has  grown  up,  the  Administration  has 
persisted  in  wrapping  it  in  swaddling  clothes  and  preventing  it  from 
any  active  way  of  living.  Suppose  now,  as  the  dispatches  of  the 
past  few  weeks  have  indicated,  that  there  should  be  a  reversal  of  this 
policy  due  to  compulsion  of  circumstances;  suppose  further  that 
this  reversal  should  bring  about  a  reintroduction  of  extensive  foreign 
trade  financing.     What  then? 

There  can  be  little  doubt  that  such  an  operation  on  foreign  trade 
will  tend  to  stimulate  our  exports  and  to  ^%elp  business."  Irre> 
spective  of  the  question  whether  the  funds  were  made  available  only 
for  purchases  in  this  country,  the  granting  of  new  loans  to  Europe 
would  certainly  result  in  heavier  buying  here.  European  coun- 
tries want  much  more  of  our  goods  than  they  have  been  able  to  get 
of  late,  and  the  reason  that  they  have  not  bought  more  freely  is  sim- 
ply that  they  could  not  get  the  funds  with  which  to  pay.  The  out- 
come has  been  to  cut  off  their  purchasing  at  a  time  when  it  was  ur- 
gently needed  by  our  producers.  With  a  renewal  of  such  purchasing 
power  they  would  be  likely  to  take  our  goods,  thus  leading  to  in- 
creased exportation,  although  probably  resulting  in  another  upward 
movement  of  prices  here,  just  as  was  the  case  during  the  war,  when 
the  large  Liberty  bond  issues  were  offered  to  the  community,  and 
their  proceeds  were  used  for  purchasing  goods  for  shipment  abroad. 
This  stimulus  to  foreign  trade  would  result  in  increasing  the  activity 
of  not  a  few  plants  which  have  lately  found  that  the  domestic  demand 
was  fully  absorbed,  so  that  they  could  not  count  upon  getting  many 
more  orders,  no  matter  what  they  might  do.  In  some  industries,  as, 
for  example,  steel  and  iron,  prospects  are  now  such  as  to  indicate  a 
probable  falling  off,  due  to  the  fact  that  there  is  no  likelihood  of  the 
intense  domestic  demand,  such  as  that  caused  by  large  building  opera- 
tions, continuing  at  its  present  peak  level.  With  this  reduced  de- 
mand it  might  be  expected  that  a  very  considerable  lessening  in  the 
iron  and  steel  trade  would  ensue.  This  might  be  prevented  if  foreign 
business  were  to  be  increased  through  the  effect  of  a  German  loan. 

New  loans  of  the  kind  now  under  consideration  would  have,  ac- 
cording to  expectation,  some  very  important  effects  upon  foreign 
exchange  rates,  by  causing  them  to  advance  in  the  belief  that  the 
different  continental  countries  would  be  able  to  reach  a  decidedly 
improved  position.  Rumor  of  the  possible  contemplation  of  a  large 
loan  early  in  December  has  already  tended  to  move  rates  upward, 
and  it  may  be  expected  that  a  definite  undertaking  of  the  sort  would 
have  a  much  more  {>ositive  effect.  There  are  some  German  authori- 
ties who  within  recent  weeks  have  expressed  the  opinion  that  such 
loans  might  greatly  influence  the  quotation  of  the  mark,  even  with- 
out any  definite  alteration  of  conditions  in  Germany,  because  of  the 
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light  which  would  be  thrown  upon  future  prospects.  For  the  same 
reason,  they  would  undoubtedly  help  the  franc  in  a  somewhat  similar 
degree,  and  other  currencies  would  tend  to  benefit  by  it  to  the  ex- 
tent that  it  seemed  likely  that  permanent  financial  effects  would  be 
produced  through  the  carrying  forward  of  the  operation. 

Such  changes  would  tend  to  raise  rates  here,  advance  market  ac- 
tivity, increase  cost  of  new  capital,  and,  of  course,  would  tend  to 
check  increase  in  the  capitalization  value  of  old  fixed-rate  securities, 
though  this  influence  might  be  offset  by  the  growth  of  market  activity 
and  increase  of  prosperity. 

As  I  have  said  in  the  beginning  and  as  I  now  repeat,  these  views, 
hesitant  and  contingent  as  they  are,  are  expressed  with  the  utmost 
diffidence  and  with  the  renewed  expression  of  opinion  that  economic 
forecasting  has  not  yet  reached  any  advanced  stage  of  development 
but  is  still  in  an  elementary  and  incomplete  condition.  Too  many 
factors  of  unknown  significance  may  intervene  to  prevent  the  definite 
development  of  the  economic  life  of  the  country  along  the  expected 
lines  to  make  forecasts  of  any  real  worth.  If  it  be  answered  that 
every  individual  must  in  some  measure  forecast  the  future,  an  aflSr^ 
mative  reply  may  be  rendered ;  but  it  should  be  noted  that  every  such 
individual  is  engaged  in  forecasting  the  future  all  the  time  and  that 
he  changes  his  forecasts  from  moment  to  moment  as  circumstances 
impel  him.  The  forecasts  of  economists,  therefore,  niust  in  the  present 
stage  of  knowledge  be  taken  merely  as  very  incidental  aids  to  the 
individual  forecasting  which  is  always  in  progress.  Particularly  is 
such  doubt  present  today  when  political  systems  and  relationships 
are  in  a  condition  of  flux  and  modification* 
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Fluctuations  of  money  wages  are  of  little  significance  per  se.  They 
acquire  meaning  only  as  they  are  lined  up  against  the  movement 
of  prices.  From  the  standpoint  of  the  wage-earner  the  important 
consideration  is  the  relation  between  money  wages  and  the  cost  of 
lining.  To  the  employer,  on  the  other  hand,  the  significant  thing  is 
the  relation  of  the  movement  of  money  wages  to  the  price  movements 
of  the  products  of  labor.  To  put  it  in  a  more  general  way,  the  wage- 
earner  is  interested  primarily  in  retail  prices,  the  employer  in  whole- 
sale prices. 

The  prospect  of  making  profits  is  the  force  that  motivates  the  entre- 
preneur. This  prospect  depends  largely  on  the  relation  between  costs 
and  selling  prices.  Looking  at  industry  as  a  whole  and  from  the 
long-run  point  of  view,  the  most  important  of  all  cost  prices  is  the 
price  of  labor.  Even  for  the  immediate  situation  maladjustments 
between  the  price  of  labor  and  the  wholesale  prices  of  the  products 
of  labor  are  of  great  importance.  Since  such  maladjustments  greatly 
affect  the  profit  margin,  it  follows  that  it  is  the  entrepreneur's 
measurement  of  wage  movements,  and  not  the  wage-earner's,  that  is 
of  chief  significance  with  respect  to  industrial  prosperity  and  em- 
ployment. We  shall  therefore  consider  wage  movements  in  industry 
generally  as  well  as  in  specific  industries  in  their  relation  to  wholesale 
prices.  At  the  outset  it  may  be  well  to  call  attention  to  the  fact  that 
while  I  am  here  emphasizing  the  relation  between  one  special  cost 
price,  namely,  wages,  I  do  not  overlook  the  importance  of  other  price 
maladjustments. 

The  wage  upheaval  of  recent  years  has  by  no  means  been  uniform 
for  all  classes  of  labor.  The  wage  index  for  skilled  labor  is  very 
different  from  the  wage  index  of  common  labor,  and  both  differ  ma- 
terially from  the  movements  of  the  average  wages  of  factory  labor. 
Again  the  wage  changes  of  coal  miners  and  railroad  labor  differ  con- 
siderably from  the  fluctuations  in  other  industries.  It  is  therefore 
very  difficult  to  say  what  the  general  level  of  wages  was  at  the  peak 
of  the  recent  cycle  or  what  the  level  is  at  the  present  time. 

Union  hourly  wage  rates  lagged  far  behind  the  upward  movement 
of  wholesale  prices  in  1916,  creating  a  huge  margin  of  profit  for  em- 
ployers of  skilled  labor.  By  1917  wholesale  prices  had  increased  81 
per  cent  over  the  1914  base,  while  union  wages  had  risen  only  12  per 
cent.     From  then  on  the  margin  gradually  narrowed  until  by  1920 
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wholesale  prices  stood  at  the  index  number  281  and  union  wages  at 
195,  still  leaving  a  margin  of  profit  for  the  employer  of  union  labor. 
By  1921  this  favorable  margin  was  wiped  out  and  a  huge  negative 
margin  appeared.  Wholesale  prices  dropped  to  150  while  union 
wages  were  still  rising  and  reached  the  peak  figure  of  201.  In  May, 
1922,  wholesale  prices  stood  at  151  and  union  wages  at  189.  This 
indicated  some  improvement,  from  the  standpoint  of  the  employer, 
in  the  wage  and  price  situation  as  compared  to  the  condition  of  1921, 
but  it  is  still  very  far  from  the  pre-war  relationship.^ 

The  history  of  the  wages  of  common  labor  presents  a  very  differ- 
ent story.  A  combined  index  of  the  wages  per  hour  of  common  labor 
used  in  the  construction  of  public  roads  and  the  wages  per  hour  of 
common  labor  in  the  steel  industry  shows  the  following  comparison 
with  wholesale  prices.  By  1917  the  wage  relative  for  conunon  labor 
was  146  while  the  relative  for  wholesale  prices  was  181,  leaving  a 
profit  margin  less  than  half  as  great  as  for  union  labor.  In  1918 
this  margin  was  very  nearly  wiped  out,  prices  standing  at  198  and 
wages  at  189.  In  1919  the  relative  for  wholesale  prices  stood  at  210, 
the  wages  of  road  labor  at  206,  while  the  index  number  for  the  wages 
of  common  steel  labor  had  risen  to  231.  The  combined  wage  index 
for  common  labor  was  219  as  against  210  for  wholesale  prices. 
The  profit  margin  on  common  labor  therefore  disappeared  as  early 
as  1919.  In  1920,  prices  stood  at  231  and  wages  at  246.  In  1921 
prices  had  dropped  to  150  and  wages  to  192.  By  February,  1922, 
the  wages  of  common  labor  had  been  deflated  to  such  an  extent  that 
the  index  number  stood  at  145,  while  wholesale  prices  stood  at  144. 
The  significant  points  to  notice  are,  first,  that  the  wages  of  common 
labor  did  not  lag  appreciably  behind  the  movement  of  wholesale 
prices  except  for  the  year  1917  in  the  upward  movement,  and  1921 
in  the  downward  movement ;  second,  that  they  rose  higher  than  prices 

^Union  Wage  Rates  from  Data  Furnished  by  Bureau  of  Labor  Statistics;  Whcde- 
sale  Prices  from  Monthly  Labor  B0vi0W, 
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(May  of  each  year) 

1914 

100 

100 

100 

1915 

101 

103 

103 

1916 

105 

130 

126 

1917 

112 

181 

189 

1918 

130 

198 

196 

1919 

152 
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1920 
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231 
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1921 

201 

150 

150 

1922 

189 

151  (May) 

153 
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in  the  peak  and  fell  to  the  level  of  prices  by  the  early  part  of  1922/ 
In  passing  it  may  be  worth  while  to  note  that  farm  labor  showed 
a  similarly  rapid  adjustment  to  price  changes. 

The  average  wage  curve  for  factory  labor  lies  in  between  these 
two  extremes  of  common  labor  and  union  labor.  The  most  available 
data  as  well  as  the  most  representative  industrially  are  for  New 
York  State.  The  data  contained  in  the  Industrial  Bulletins  cover 
55  industries  and  include  over  a  third  of  all  the  labor  engaged  in 
manufacturing.  The  wage  movements  of  factory  labor  in  New  York 
State  appear  to  be  closely  representative  of  factory  wage  movements 
throughout  the  whole  country.  The  census  of  manufactures  shows 
that  per  capita  wages  in  the  United  States  increased  99.8  per  cent 
from  1914  to  1919,  while  the  increase  in  New  York  State  was  100.5 
per  cent — a  difference  of  only  seven-tenths  of  one  per  cent.  Other 
comparisons  confirm  this  conclusion.  Fifteen  of  the  55  industries 
covered  in  the  New  York  Industrial  Bulletins  are  included  in  Research 
Report  No.  52  of  the  National  Industrial  Conference  Board.  I  have 
constructed  index  numbers  of  the  average  weekly  earnings  of  these 
fifteen  industries  from  each  of  these  two  sources.  A  comparison  of 
the  two  sets  of  relatives  shows  that  the  movement  of  weekly  earnings 
in  these  fifteen  industries  in  New  York  State  is  almost  exactly  identi- 
cal to  the  movement  in  the  whole  territory  covered  by  the  Board's 
Report.  In  the  high  wage  period  from  June,  1920,  to  December, 
1920,  the  index  number  derived  from  the  Board's  figures  is  224, 
while  the  index  number  derived  from  the  New  York  figures  is  221. 
For  the  year  1921  the  relative  derived  from  the  Board's  data  is  197, 

"Sources:     (a)  Common  Labor  used  in  construction  of  Public  Roads,  Monthly 
Labor  Bevww,  June,  1922. 

(b)  Common  Labor,  U.  S.  Steel  Corporation,  Survey  of  Current  Buii- 

ns9i,  September,  1922. 

(c)  Farm  Labor,  Monthly  Crop  Reporter,  September,  1921. 
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and  from  the  New  York  data  199.     Month  bj  month  the  two  series 
correspond  closely.* 

The  New  York  material  is  for  average  weekly  earnings,  not  wage 
rates.  The  movements  of  wage  rates,  hourly  earnings  and  weekly 
earnings  differ  considerably.  If  we  assume  that  labor  efficiency  re- 
mains constant,  hourly  earnings  constitute  the  best  index  of  changes 
in  the  cost  of  labor.  Extra  pay  for  overtime,  for  instance,  increases 
the  cost  of  labor.  Wage  rates  fail  to  register  this  item  of  increased 
labor  cost,  while  hourly  earnings  do.  Weekly  earnings  likewise 
register  overtime  bonuses,  but  they  differ  from  hourly  earnings  in 
that  they  rise  with  fuUer  employment  and  fall  with  part-time  em- 
ployment. Even  though  there  were  no  changes  in  wage  rates  or 
overtime  bonuses,  weekly  earnings  would  rise  with  prosperity  and 
fall  with  depression.  This  rise  and  fall  would  indicate  no  change 
in  the  cost  of  labor  to  the  employer  if  we  assume  constant  wage 
rates  and  constant  labor  efficiency  throughout  the  cycle.  But  as  a 
matter  of  fact,  labor  efficiency  decreases  in  prosperity  and  increases 
in  depression.  Therefore  labor  costs  would  rise  in  prosperity  and 
fall  in  depression  even  though  there  were  no  changes  in  wage  rates. 
From  the  researches  of  the  National  Industrial  Conference  Board  I 
have  worked  up  index  numbers  showing  the  proportion  of  the  full- 
time  week  actually  worked  in  the  various  phases  of  the  business  cycle. 
These  index  numbers  indicate  that  the  proportion  of  the  full-time 
week  actuaUy  worked  was  about  8%  per  cent  higher  in  the  peak  of 

The  fifteen  industries  are  as  follows:  automobile,  cotton,  wool,  silk,  hosierj,  knit 
goods,  rubber,  leather,  boot  and  shoe,  meat  packing,  chemical,  paint  and  varnish, 
paper,  printing  and  publishing,  lumber  and  mill  work,  furniture. 
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prosperity  and  about  6^  per  cent  lower  in  the  depth  of  the  recent 
depression  than  had  obtained  in  July,  1914/  The  investigation  of 
part-time  employment  in  New  York  State  in  December,  1921,  made 
by  the  chief  statistician  of  the  New  York  Department  of  Labor  corrob- 
orates these  figures.  It  is  quite  probable  that  these  percentages  do 
not  exaggerate,  at  any  rate  to  the  extent  to  which  labor  efficiency  de- 
creased in  prosperity  and  increased  in  depression.  From  this  it 
would  follow  that  weekly  earnings  are  more  representative  of  the 
movements  of  labor  cost  than  hourly  earnings. 

The  foregoing  argument  is  based  on  the  assumption  that  the  full- 
time  week  is  constant.  It  has  in  fact,  however,  been  reduced  considei^ 
ably  since  the  pre-war  period.  A  reduction  in  the  standard  work 
week,  other  things  remaining  equal,  will  cause  a  fall  in  weekly  earnings. 
If  labor  efficiency  per  hour  remained  constant  such  a  decline  in  weekly 
earnings  would  not  signify  any  reduction  in  labor  cost  to  the  employer. 
If,  on  the  other  hand,  a  reduction  in  hours  resulted  in  a  proportional 
increase  in  labor  efficiency,  any  change  in  weekly  earnings  would  then 
reflect  a  corresponding  change  in  labor  cost.  It  is  perhaps  to  be 
doubted  that  labor  efficiency  per  hour  has  actually  increased  in  pro- 
portion to  the  reduction  in  hours  in  the  last  decade,  though  in  many 
individual  cases  it  has  actually  done  so  and  more.  At  all  events  it 
is  clear  that  weekly  earnings  constitute  a  conservative  index  of  the 
movement  of  labor  cost.     Taking  everything  into  consideration,  it  is 


K^.  National  Industrial  Conference  Board,  Researdi  Report,  No. 
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86.1 

91.7 

86.9 

93.8 

85.9 

92.2 

86.2 

93.1 

March 

85.9 

92.0 

86.4 

93.3 

« 

85.5 

92.6 

85.5 

92.3 

86.3 

91.8 

87.0 

94.0 

is; 

86.5 

92.0 

87.0 

94.0 

85.9 

90.6 

87.8 

94.8 

August 

86.9 

90.7 

88.6 

95.7 

September 

87.5 

90.7 

89.2 

96.3 

October 

89.4 

91.1 

90.8 

98.1 

November 

88.8 

90.4 

91.0 

98.3 

December 

90.6 

90.4 

92.8 

100.2 

82 
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not  impossible  that  weekly  earnings  are  actually  superior  for  this 
purpose  to  hourly  earnings  or  wage  rates. 

The  average  weekly  earnings  of  New  York  factory  labor  lagged 
greatly  behind  wholesale  prices  in  the  upward  movement.  Taking 
1914  as  the  base,  prices  had  risen  to  181  in  1917  while  wages  stood 
at  only  129.  Then  the  spread  gradually  narrowed.  In  September, 
1920,  wages  stood  at  226  and  prices  at  281.  During  the  last  quar- 
ter of  1920  the  margin  was  entirely  wiped  out.  From  this  period  to 
the  middle  of  1921  the  situation  became  increasingly  worse  from  the 
standpoint  of  the  employer.  In  June,  1921,  wages  stood  at  202  while 
prices  had  dropped  to  145.  Then  the  situation  gradually  improved, 
prices  having  become  stabilized  and  wages  gradually  falling.  By 
February,  1922,  wages  had  dropped  to  190  while  prices  stood  at  144. 
At  this  juncture  the  wage  level  became  stabilized,  but  it  stood  46 
points  above  the  price  level.'  Since  April,  factory  wages  have  been 
rising  until  in  September  they  were  again  over  100  per  cent  above 
the  pre-war  base. 

The  wages  of  bituminous  coal  miners  lagged  far  behind  factory 
wages  until  the  year  1917,  when  increases  were  granted  which  put 
coal  miners'  wages  temporarily  ahead  of  factory  wages.  Factory 
wages  however  caught  up  again  in  1918.  Another  increase  was  ' 
granted  in  1919  but  coal  miners'  wages  failed  to  keep  up  with  the 
rapidly  rising  level  of  factory  wages.  The  further  increases  of  April, 
1920,  again  failed  to  bring  miners'  wages  up  to  the  new  level  reached 
by  factory  labor.  With  the  depression  that  shortly  ensued  factory 
wages  declined  while  miners'  wages,  except  in  the  non-union  fields, 
remained  at  the  1920  level.  Thus  the  wages  of  bituminous  coal  miners 
are  still  100  per  cent  higher  than  in  the  pre-war  period.* 

The  wages  of  anthracite  coal  miners  were  advanced  about  11  per 
cent  in  the  1916  agreement.  From  this  period  to  November,  1918, 
anthracite  miners  suffered  severely  from  a  constant  wage  level  while 
wages  elsewhere  were  rapidly  rising.  In  November,  1918,  anthra- 
cite wages  were  lifted  to  over  100  per  cent  above  the  pre-war  level. 


Relatives  of  Average  Week- 

Relatives of  Wholesale 

Year 

ly     Earnings    New    York 

(1914-100) 

R- 

State 
(June,  1914-100) 

1915 

101 

103 

1916 

114 

130 

1917 

129 

181 

1918 

160 

198 

1919 

185 

210 

1920 

222 

231 

1921 

203 

150 

1922  (Feb.) 

190 

144 

The  Outlook  for  Wages  and  Emphyment  88 

while  factory  wages  had  advanced  only  70  per  cent.  By  the  end  of 
1919  factory  wages  caught  up  again,  but  with  the  new  rates  estab- 
lished by  the  Anthracite  Coal  Commission  of  1920  anthracite  wages 
again  exceeded  factory  wages.  This  wage  level,  140  per  cent  in 
excess  of  the  pre-war  level,  still  remains  in  spite  of  the  general  reversal 
in  prices.* 

Railroad  wages  lagged  slightly  behind  factory  wages  until  1918. 
During  1918  they  were  somewhat  in  excess  of  factory  wages.  From 
1919  to  the  middle  of  1922  the  curves  for  railroad  and  factory  wages 
have  run  along  on  substantially  similar  levels.^  Only  in  the  last  half 
of  1920  and  the  first  half  of  1921  did  railroad  wages  exceed  factory 
wages. 

The  middle  of  the  year  1921  was  the  worst  point  in  the  period 
of  depression.  Prices  had  faUen  heavily  while  wages  had  fallen  but 
slightly.     In  June  the  factory  wage  index  stood  67  points  above  the 


Index  Numbers  of  Tonnage 

Index  Numbers  of  Hourly 

Index  Numbers  of  Weekly 

and  Day  Rates  forBit  umi- 

Earnings    for    Anthracite 

Earnings    for    Anthracite 

Year 

nous    Miners,  (a)  Source: 

Miners: 

Miners. 

MorUhly   Labor    Review, 

Source:      Monthly    Labor 

Source:     National  Indus- 

June,   1920,    p.    105 

Review  Oct.  1920,  p.  104 

trial    Conference    Board. 

1914 

100 

100 

100 

1915 

100 

100 

1916 

105 

111 

1917 

125(April) 

152  (November) 

111 

1918 

152 

203  (November) 

1919 

173 

203 

1920 

197  rApril) 

238  fAoril) 

248  (October) 

(a)  It  is  likely  that  an  earnings  index  would  show  a  greater  rise  than  the 
tonnage  and  day  rate  index.  See  review  by  writer  on  ''Wages  and  Hours  in 
Anthracite  Mining"  in  Jour,  of  Am,  Stat,  Ast'n,  Dec.,  1922.  The  anthracite  index 
given  above  is  based  on  an  estimate. 


Index    Numbers    of 

Index  Numbers  of 

Index  Numbers  of 

hourly  Earnings  of  R. 

Weekly    Earnings    of 
R.  R.  Wage-Earners. 

Weekly    Earnings    of 
Factory  Labor  in  New 

Month  and 

R.  Wage-Earners. 

Year 

Source:  Interstate 

Source:  Interstate 

York  State. 

Com.     Com.       Nat'l. 

Com.    Com.        Nat'l. 

Qune,  1914-100) 

Ind'l.  Conf.  Bd. 

Ind'l.  Conf.  Bd. 

July,  1914 

100 

100 

99 

uly,  1915 

103 

105 

100 

uly,  1916 

106 

108 

111 

uly,  1917 

122 

124 

127 

.  uly,  1918 

178 

181 

164 

uly,  1919 

214 

186 

182 

Feb.,  1920 

230 

200 

208 

Aug..  1920 

271 

243 

226 

.  uly.  1921 
uly,  1922 

232 

195 

199 

196 

195 

84 


American  Economic  Association 


price  index,  or  to  put  it  another  way,  wages  were  89  per  cent  higher 
than  prices.  From  June  on,  prices  became  stabilized  while  wages 
continued  to  decline.*  By  February,  1922,  seven  months  later,  earn- 
ings became  stabilized,*  and  prices  began  to  rise.  Earnings  reached 
bottom  earlier  than  wage  rates  due  to  short-time  worked.  At  this 
juncture  wages  were  still  82  per  cent  higher  than  prices.  Picture 
to  yourself  the  situation  which  would  have  obtained  in  pre-war  days 
had  wages  generally  been  raised  82  per  cent  while  prices  remained 
stationary.  Such  an  event  would  have  been  nothing  short  of  rev- 
olutionary, yet  that  was  precisely  the  situation  in  which  employers 
found  themselves  when  the  post-war  readjustment  of  wages  terminated. 
It  will  be  noted  that  I  am  here  comparing  the  wage  and  price  rela- 
tionship in  two  successive  periods  of  depression.  The  presumption  is 
not  that  1914  was  a  normal  year,  but  merely  that  the  wage  and  price 
relationship  which  then  prevailed  was  normal  with  reference  to  the 
particular  phase  of  the  business  cycle  in  which  industry  then  found 
itself. 

It  may  be  objected  that  the  general  wage  and  price  levels  do  not 
tell  a  story  of  the  situation  that  exists  in  the  different  industries. 
I  have  therefore  compared  the  wages  in  17  industries,  for  which  data 
were  readily  available,  with  the  wholesale  prices  of  representative 
products  of  these  specific  industries.     For  these  17  industries,  wages 


Index    Numbers    of 

Weekly    Earnings    in 

Index    Numbers    of 

Percentage   by  Which 
Wages  Exceed    Prices 

Months 

New  York  State 

Wholesale  Prices 

Qune,  1914-100) 

(1914=  100) 

June,  1921 
July 

202 

145 

39 

199 

144 

38 

August 

200 

145 

38 

September 

197 

144 

37 

October 

193 

145 

33 

November 

191 

144 

33 

December 

196 

143 

37 

January,  1922 
February 

192 

141 

36 

190 

144 

32 

March 

193 

145 

33 

April 
May 

190 
194 

146 
151 

30 
28 

June 
July 

196 

153 

28 

195 

158 

23 

August 

198 

158 

25 

September 

202 

156 

29 

*Wage  rates  continued  to  decline  until  the  middle  of  April  after  which  rates  began 
to  rise.  See  Monthly  Labor  Review,  From  April  15  to  May  15,  19  firms  reposed 
increases  and  20  decreases,  but  the  increases  were  nearly  twice  as  larre  as  the 
decreases.  From  May  15  to  August  16,  171  increases  were  reported,  and  only  61 
decreases. 
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were  26  per  cent  higher  in  February,  1922,  than  the  wholesale  prices 
of  the  products  of  these  industries.^ 

I  have  also  estimated  the  wages  in  three  large  industry  groupings 
which  are  comparable  with  three  of  the  most  important  of  the  price 
groupings  of  the  Bureau  of  Labor  Statistics.  A  comparison  of  the 
wages  and  prices  of  these  three  groups  indicates  that  wages  were  84 
per  cent  higher  than  the  wholesale  price  of  the  products  of  these  in- 


'^dez  Numbers  of  Wages  and  Prices,  February, 

1922. 

Industry 

Representative  Product 

Name  of 

Index  Nos. 
Wkly  Earnings. 
Sr:     N.  Y.  fn- 

Name  of 
Products 

Index  Nos. 
WholesalePrices 
Sr:        Bur.    of 

Percentage  by 
Which  Wages 

Exceeded  Prices 
in  Feb.  1922 

Industry 

dus.  Bull.  June 

Labor  Stat. 

1914-100) 

(1914-100) 

Pi^  iron  and  rolling 
Imdl  products 

fPig  Iron  foun- 

151 

dry  No.2north- 

150 

+  1 

lern 

191 

Structural  steel 

114 

+67 

Sheet   metal   work 

and  Hardware 

192 

Steel  sheets 

160 

H-20 

Glass 

192 

fGlass,  window 

143 

+34 

\Am  Single  AA 

Leather 

194 

[Leather,  calf 

\chrome 

166 

+17 

Boots  and  shoes 

189 

Boots     and 
shoes    men's 

vici  calf 

189 

0 

Piper 

Silk  and  silk  goods... 

203 

185 

!^aper  newsprint 
Silk:  raw  Jap- 

155 

+31 

anese 

178 

+4 

Wool  manufactures . 

222 

Woolen  goods, 
women's  dress 

storm  serg^. . . 

163 

+36 

Cotton  goods 

202 

Cotton  goods, 
print  cloth 
Flour,  2nd  pat- 

184 

+10 

Fbur,    feed,     and 

other    cereal    pro- 

181 

ents,    Minnea- 

ducts.  

polis 

154 

+18 

i  ieat  and  dairy  pro- 

] ieei  fresh  car- 

1  •*• 

ducts. 

183 

fcass  good  na- 

106 

+73 

tive  steers  Chi- 

Bread  and   other 

cago 

Bread,  loaf. 

bakery  products. . . . 

206 

Chicago 

157 

+31 

Cigars  and  other  to- 

bacco products 

184 

Tobacco,  smo- 
king  

175 

+5 

Furniture,  cabinet 

Furniture,  bed- 
room set  Chica- 

Luniber  ,8puce- 
Drugsandchem 

work 

193 

223 

—13 

Saw  mill  and  plan- 

ing mill  products...  . 

181 

113 

+60 

Drugs  and  chemicals 

176 

icals 

122 

AveraRe 

+44 

+26 

86 
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dustries."  It  is  probably  safe  to  say  that  when  factory  wages  be- 
came stabilized  they  were  somewhere  in  the  neighborhood  of  80  per  cent 
higher  than  the  wholesale  prices  of  the  products  of  corresponding 
industries.  Even  as  late  as  July  to  September,  wages  stood  26  per 
cent  above  the  price  level. 

It  is  therefore  apparent  that  wages  were  not  deflated  to  the  same 
extent  as  were  prices.  Now  it  may  be  argued  that  this  is  only  a 
temporary  situation.  During  1921,  for  example,  high  labor  costs 
were  offset  in  part  by  the  relatively  low  prices  of  raw  materials. 
All  prices  are  out  of  line.  Why  single  out  the  price  of  labor?  We 
are  in  reality  confronted  by  a  whole  network  of  price  maladjustments. 
There  is,  however,  a  fundamental  difference  between  wages  and  other 
prices.  A  wage  maladjustment  is  not  easily  rectified.  Long  after 
other  prices  have  been  brought  into  line,  the  abnormally  high  wage 
level  is  likely  to  remain.  The  question  may  properly  be  raised  : 
How  can  a  wage  level  remain,  for  any  considerable  period,  out  of  line 
with  other  prices? 

It  may  perhaps  be  contended  that  the  new  wage  level  is  a  per- 
manent one  because  of  the  scarcity  of  labor  resulting  from  the  re- 
stricted immigration  of  the  last  eight  years.  The  average  net  immi- 
gration of  aliens  from  1908  to  1914  inclusive  was  611,889  annually. 
If  we  had  maintained  this  rate  of  alien  net  immigration  during  the 
past  eight  years  we  should  have  had  3,321,000  more  people  in  the 
United  States  by  July  1,  1922,  than  we  had,  other  things  remaining 
equal.  Something  like  two-thirds  of  our  alien  immigrants  are  wage- 
earners.  If  the  former  rate  of  immigration  had  continued  we  should 
now  have  some  2,200,000  more  wage-earners  than  we  actually  have. 
Certainly  the  wage  level  is  considerably  higher  than  it  would  have 
been  had  those  wage-earners  actually  been  admitted.     But  that  is  a 


Industry 

Representative  Products. 

Name  of 
Industry 

Index  Nos. 
Wkly  Earnings. 

Source: 

N.  Y.  Indus. '1. 

Bull.  (June  1914 

-100) 

Name  of 
Product 

Index  Nos. 
Wholesale    Pri- 
ces. Source: 
Bur.    of   Labor 
Statistics  (1914 
-100) 

Percentaee 
by    whicn 
Wages  Ex- 

ceeded 

Prices  on  Feb. 

1922 

Metals,  machinery 
and  conveyances — 
Textiles,  boots  and 
shoes,  clothing,  etc. . 

177 
208 

197 

Metals,  and  metal 
products 

129 
178 

132 

+37 
+17 

+49 

Cloths  and  cloth- 
injr 

Flour,  feed,  etc.,  gro- 
ceries,meat  and  dairy 
products,  bread  and 
bakery  products. 

Clothing,  Foods. . 

Averajje 

+34 
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▼ery  different  thing  from  contending  that  the  absence  of  these  people 
explains  how  the  present  wage  level  can  be  so  much  above  the  pre-war 
level,  price  changes  considered.  The  absence  of  any  large  immigra- 
tion should  certainly  prevent  real  wages  from  falling  as  they  had 
been  falling  for  many  years  before  the  war,  but  it  could  scarcely  ex- 
plain any  large  rise  in  the  wage  level.  Our  population  has  as  a 
matter  of  fact  been  steadily  increasing  during  the  last  eight  years; 
besides  the  natural  increase,  our  total  net  immigration  of  aliens  has 
been  over  a  million  and  a  quarter.  With  this  increase  in  population 
it  is  not  likely  that  the  marginal  productivity  of  labor  is  any  higher 
now  than  in  1914.  In  short,  it  appears  that  the  existing  wage  level 
is  an  abnormal  one. 

Such  a  wage  level  can  scarcely  fail  to  affect  the  volume  of  em- 
ployment. To  be  sure,  if  we  are  to  have  during  the  next  year  or 
so  another  period  of  price  inflation,  the  price  level  may  tempo- 
rarily catch  up  with  the  wage  level,  as  in  fact  it  is  now  in  process  of 
doing,  but  that  will  be  only  a  temporary  situation.  With  the  next 
fall  in  prices,  industry  will  again  be  confronted  with  an  abnormally 
high  wage  level.  The  inevitable  result  of  such  a  situation  is  that  a 
considerable  volume  of  unemployment  ensues.  From  1916  to  1920 
wages  were  much  lower  than  the  industrial  situation  warranted,  and 
all  employers  were  eager  to  employ  more  labor.  During  1921-22 
wages  were  much  higher  than  the  industrial  situation  warranted, 
and  an  exceptionaUy  large  amount  of  labor  went  unsold.  In  so  far  as 
this  is  a  problem  of  the  business  cycle,  the  remedy  would  lie  along  the 
line  of  employment  insurance  which  would  build  up  out  of  the  large 
profit  margin  of  the  rising  price  period  a  reserve  for  wages  to 
be  drawn  upon  in  the  period  of  depression.  But  the  problem  that 
confronts  us  is  broader  than  this.  It  has  to  do  with  the  probability 
that  for  a  considerable  period  to  come  the  long-run  or  secular  trend  of 
prices  will  be  downward  owing  to  our  inflated  gold  supply  and  Europe's 
inflated  currencies.  Every  dip  in  the  business  cycle  will  bring  a  re- 
currence of  the  problem.  It  is  a  contest  of  high  wages  versus  full 
employment. 

Our  two  best  sources  of  information  on  changes  in  employment 
are  the  New  York  Industrial  Bulletins,  and  the  Monthly  Labor  Re- 
view of  the  United  States  Bureau  of  Labor  Statistics.  The  employ- 
ment curves  constructed  from  these  two  sources  parallel  each  other 
closely,  but  the  New  York  figures  are  more  representative  for  they 
cover  55  industries,  while  the  Bureau's  figures  cover  only  from  12  to  14 
industries.  During  the  year  1921  especially,  the  employment  curve 
for  New  York  State  corresponds  much  more  closely  to  the  move- 
ment of  the  business  cycle  than  does  the  curve  constructed  from  the 
Bureau's  figures. 
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From  1916  to  1918,  the  period  in  which  the  greatest  margin  of 
profit  obtained  between  wages  and  selling  prices,  there  was  an  unprec- 
edented Yolume  of  employment.  Employment  reached  a  peak  in  1917 
and  1918.  With  a  narrowing  of  the  profit  margin  it  declined.  When 
the  crash  came  and  prices  dropped,  the  margin  was  reversed  and  an 
equally  unprecedented  volume  of  unemployment  presented  itself. 
With  the  ratio  between  wages  and  prices  slowly  improving  from  the 
middle  of  1921  on,  employment  gradually  increased,  particularly 
after  the  upward  swing  in  prices  beginning  with  February,  1922. 
Not  until  August,  1922,  did  the  total  volume  of  employment  in  New 
York  manufacturing  establishments  equal  the  employment  in  June, 
1914,  eight  years  ago.  The  employment  curve  derived  from  the 
Bureau's  figures  corroborates  this  evidence.  Not  until  May  of  the 
present  year  did  it  reach  the  June,  1914,  level.  In  subsequent  months 
the  total  volume  of  employment  has  exceeded  that  level.''    But  em- 

'The  following  Index  numbers  are  constructed  on  the  basis  of  the  changes  in 
total  emploTment  as  reported.  Each  index  series  Is  therefore  weighted  according 
to  the  number  of  wage-earners  reported  eadi  month  in  the  different  Industries.  It  te 
not  dear  to  the  writer  that  there  is  anything  to  be  srained  from  weighting  ISie 
selected  industries  reported  in  the  Review  according  to  tne  number  of  wage-earners 
as  given  hj  the  Census.  This  method  has  been  applied  by  Mr.  Ethelbert  Stewart 
and  has  been  followed  by  Mr.  Berridge.  To  be  sure,  it  would  be  an  excellent 
method  if  the  number  of  industries  used  was  sufficient  to  be  truly  representiUlve, 
but  when  6  of  the  18  industries  reported  are  textiles,  such  a  method  is  far  from 
giving  satisfactory  results.  The  method  used  by  the  present  writer  gives  greater 
weight  to  iron  and  steel,  but  it  has  been  found  that  the  metal  industries  'Agister 
very  accurately  fluctuations  in  other  lines  of  industrial  activity."  (Cf.  Berridge 
in  the  March  1922,  issue  of  the  StatUtieal  Journal,)  It  will  be  noted  that  my 
index  derived  from  the  Bureau's  figures  follows  the  New  York  index  much  more 
closely  than  does  Mr.  Stewart's.  The  United  States  relatives  have  been  reduced 
to  the  base  of  June,  1914.  While  the  figures  do  not  go  back  of  Januaiy,  1910,  it 
was  assunied  that  up  to  that  month  the  fluctuations  correspond  to  the  New  Toric 
series. 
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New  York  State 

United  States 

Qune,  1914-100) 

Qune,  1914-100) 

1915 

98 

98 

1916 

114 

113 

1917 

120 

119 

1918 

122 

119 

1919 

114 

112 

1920 

118 

115 

1921 

92 

96 

1922,  Jan. 
Feb. 

92 

97 

95 

99 

Mar. 

96 

97 

April 
May 

95 
96 

97 
100 

June 
July 

97 

103 

97 

103 
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ployment  in  June,  1914,  was  at  least  5  per  cent  below  normal'*  and 
in  the  meantime  there  has  been  a  considerable  increase  in  population. 
The  true  increase  in  the  manufacturing  population  can  scarcely  be 
secured  from  the  1920  census,  because  of  the  abnormal  situation  then 
obtaining.  It  is  probably  fair  to  assume  that  the  relation  existing 
between  the  rate  of  increase  in  the  general  population  and  the  rate 
of  increase  in  the  number  of  wage-earners  employed  in  manufacturing 
in  the  period  from  1899  to  1914  was  a  normal  one.  If  that  assump- 
tion is  sound,  this  ratio  can  then  be  employed  to  determine  what 
would  be  a  normal  volume  of  employment  in  manufacturing  at  the 
present  time.  The  rate  of  increase  in  population  from  1900  to  1914 
was  1.96  per  cent,  while  the  rate  of  increase  in  the  number  of  wage- 
earners  engaged  in  manufacturing  was  2.71  per  cent.  The  year  1914 
was  a  turning  point  in  the  rate  of  increase  in  population.^  From 
1914  to  1921  the  rate  of  increase  in  population  was  1.22  per  cent. 
Applying  the  proportion  previously  suggested,  the  normal  rate  of 
increase  in  the  number  of  wage-earners  employed  in  manufacturing 
since  1914  should  be  1.696  per  cent.  On  that  basis  the  volume  of 
employment  should  have  been  14  per  cent  greater  in  1922  than  in 
1914.  Yet  in  fact  the  two  indices  combined  showed  that  employment 
in  June,  1922,  was  just  equal  to  that  obtaining  in  June,  1914,  which 
was  itself  about  6  per  cent  below  normal.  It  is  clear  that  the  volume 
of  employment  must  increase  from  16  to  20  per  cent  above  the  June, 
1922,  level  before  we  can  be  said  to  have  attained  a  normal  condition 
of  employment.  As  late  as  November  it  was  only  9  per  cent  above 
that  level.  It  is  true  that  there  has  been  considerable  talk  in  certain 
quarters  about  a  shortage  of  labor.  No  doubt  there  has  been  a 
genuine  shortage  in  certain  lines,  but  in  the  main,  the  alleged  shortage 
arises  out  of  the  disorganized  condition  of  our  highly  decentralized 
labor  market.  The  statistics  of  emplojrment,  which  of  course  are 
fragmentary,  do  not  indicate  any  general  labor  scarcity. 

Now  how  was  it  possible  for  the  wage  level  to  maintain  itself  in 
the  face  of  this  general  unemployment?  It  is  obvious  that  it  is  a 
great  mistake  to  assume  that  all  wage-earners  have  little  reserve 
power.  They  do  not  have  to  sell  their  labor  at  any  price  and  they 
refuse  to  do  so.  A  higher  money  wage  quickly  becomes  established 
as  a  standard  in  the  minds  of  the  wage-earners.  The  laborer  and 
his  family  will  endure  endless  sacrifices  and  suffering  to  retain  that 
standard.  An  established  wage  is  a  front  line  trench  which  must 
not  be  given  up  at  any  cost.  To  yield  may  bring  material  comfort 
for  the  present,  but  it  means  a  permanent  loss  for  the  future.     The 

"Cf.  the  writer's  article  on  The  Buying  PoweT  of  Labor  during  the  War."  Jawr, 
of  Am,  Stat.  Aia'n.,  March,  1922. 

^*R>  R.  Belcher:  'Estimates  of  the  Population  of  the  United  States  for  Intex«ensal 
Tears,"  Jour,  of  Am.  Stat.  Aii'n,  December,  1921. 
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wage-earner  is  more  concerned  with  the  price  of  his  commodity  than 
with  the  total  volume  of  his  sales.  He  will  rather  suffer  unemployment 
than  accept  a  lower  wage.  The  loss  of  employment  he  conceives  of 
as  temporary;  the  loss  of  his  established  wage  he  believes  is  a  per- 
manent loss.  If  one  cannot  retain  a  wage  once  achieved,  what  hope 
is  there  of  recovering  it?  Our  recent  experiences  on  the  railroads, 
in  mining,  and  in  the  textile  industry  illustrate  the  point. 

Skilled  labor  holds  most  tenaciously  to  a  money  wage  once  achieved. 
Skilled  labor  has  more  reserve  power,  its  psychology  is  controlled 
more  powerfully  by  established  standards.  Yet  semi-skilled  labor  has 
shown  unexpected  tenacity.  This  tenacity  has  been  reinforced  by 
the  absence  of  immigration.  Immigrant  labor  readily  accepts  a 
lower  wage  for  it  is  accustomed  to  a  lower  wage.  Yet  immigration 
chiefly  affects  unskilled  labor,  and  we  have  already  noted  that  the 
unskilled  wage  level  was  thoroughly  deflated  even  without  any  large 
immigration.  It  was  the  semi-skilled  and  skilled  wage  level  that 
failed  to  come  down.  There  was  no  large  immigration  to  help  push 
it  down  and  unemployment  failed  to  do  so. 

The  stage  is  thus  set  for  an  unprecedented  struggle  over  the 
existing  wage  level.  The  unprecedented  nature  of  this  struggle  will 
become  clear  from  a  comparison  with  the  post  Civil  War  days.  The 
situation  then  was  utterly  unlike  the  present.  During  the  war  period 
wages  rose  but  slightly  compared  to  the  rise  in  prices.  Mitchell 
shows  that  by  January,  1865,  wages  had  increased  only  62  per  cent 
while  prices  had  increased  148  per  cent.  Thus  in  spite  of  the  heavy 
fall  in  prices  from  January,  1865,  to  July,  1868,  the  margin  between 
wages  and  selling  prices  continued  to  be  favorable  to  employers.  Not 
until  the  year  1869  did  the  wage  level  definitely  overtake  the  price 
level.  This  no  doubt  accounts  in  large  part  for  the  fact  that  here 
we  have,  so  far  as  I  know,  the  only  outstanding  exception  to  the  direct 
correlation  that  regularly  obtains  between  the  movement  of  prices 
and  the  business  cycle.  It  was  not  until  after  the  panic  of  1878,  that 
the  wage  level  had  reached  a  point  which  proved  an  obstacle  to  pros- 
perity. From  1873  to  1897  the  struggle  was  on  against  a  wage 
level  too  high  for  industry  to  sustain.  It  is  to  be  noted  that  it  was  in 
this  period  that  wage  statisticians  find  the  greatest  gains  in  real 
wages.  Money  wages  for  the  most  part  were  holding  their  own  and 
real  wages  were  rising,  but  the  buying  power  of  labor  as  a  class  was 
low  because  of  widespread  unemployment,  particularly  in  the  seventies 
and  nineties.  In  the  very  period  when  labor  was  making  its  greatest 
gains  in  real  wages  it  was  suffering  the  most  in  buying  power.  In 
fact  it  may  be  said  that  an  index  of  real  wages  corrdates  inversely 
with  an  index  of  the  buying  power  of  labor  as  a  class.  This  is  due 
to  the  fact  that  when  real  wages  are  highest  unemployment  is  greatest. 
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All  labor  cannot  be  employed  when  wages  exceed  the  marginal  produc- 
tivity of  the  entire  body  of  wage-earners*  To  be  sure,  wages  cannot 
exceed  the  labor  product,  but  it  is  obvious  that  the  marginal  pro- 
ductivity of  10,000,000  men  would  be  higher  than  the  marginal  pro- 
ductivity of  12,000,000  in  a  similar  situation.  Thus  unemployment 
makes  possible  higher  wages  for  those  employed,  or,  in  other  words, 
abnormally  high  wages  cannot  be  paid  without  a  considerable  volume 
of  unonployment. 

Thus  the  long-run  drop  in  prices  resulted  in  a  continuous  struggle 
over  the  wage  level,  which  became  especially  severe  during  the  heavy 
decline  in  prices  in  the  seventies  and  nineties.  The  struggle  was, 
however,  affected  by  two  factors  which  no  longer  prevail — ^unlimited 
immigration  on  the  one  hand,  and  free  land  on  the  other.  Both 
employer  and  employee  had  an  avenue  of  escape.  The  situation 
facing  us  today  is  different.  We  have  a  closely  restricting  immi- 
gration law.  There  is  no  free  land  to  which  to  escape  from  the  wage 
system.  This  situation  affects  the  organization  of  labor  on  the  one 
hand  and  immigration  legislation  on  the  other.  The  struggle  against 
the  existing  wage  level  will  almost  of  necessity  take  two  forms:  (1) 
anti-union  agitation,  and  (2)  agitation  for  increased  immigration. 

It  is  not  unlikely  that  public  sentiment  will  take  a  more  deter- 
mined stand  against  unionism  in  the  years  ahead  than  ever  before. 
It  is  fairly  clear  that  the  public  was  not  in  sympathy  with  either 
the  miners  or  the  shop-crafts  in  the  recent  strikes.  A  high  wage 
level  is  not  likely  to  win  the  support  of  the  public  for  the  closed  shop, 
restrictive  policies,  or  any  tightening  of  the  grip  of  unionism.  Public 
sentiment  is  apt  to  show  itself  in  a  determined  effort  to  narrow  the 
range  of  trade-union  weapons  along  the  line  of  recent  court  decisions 
and  to  bring  labor  organizations  themselves  within  the  scope  of  public 
regulation  as  suggested  in  the  Coronado  case.  The  United  States 
is  not  likely  to  follow,  for  the  present  at  any  rate,  the  lead  of  Great 
Britain  in  allowing  both  sides  to  fight  it  out  on  an  open  field. 

The  agitation  for  increased  immigration  has  already  acquired 
considerable  momentum.  To  make  headway  in  Congress  it  has  to 
gain  the  support  of  the  agricultural  interests.  In  recent  years  the 
rural  population  has  been  opposed  to  immigration  chiefly  on  politi* 
cal  and  social  grounds.  These  considerations  taken  by  thernmiveg 
alone  are  not  likely  to  prevail  against  the  farmers'  economic  interests. 
And  it  should  not  be  difficult  to  make  the  farmer  believe  that  immi- 
gration will  lower  the  high  wage  level  which  keeps  freight  rates  up; 
that  immigration  will  increase  the  demand  for  farm  products  and 
raise  farm  product  prices;  that  inunigration  will  lower  the  prices  of 
manufactured  products  by  lowering  the  price  of  city  labor;  and  that 
finally  it  will  give  him  cheaper  help  on  the  farm.     The  immigration 
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question  bids  fair  to  become  one  of  the  leading  questions  of  the  day. 
And  it  must  be  admitted  that  the  wrong  decision  may  possibly  be  made. 
The  business  and  agricultural  classes  hold  the  balance  of  power  and 
will  for  long  years  to  come.  The  economic  interests  of  these  classes 
are  one  in  respect  to  the  immigration  question.  But  on  the  other 
hand,  with  regard  to  the  middlemen,  railroad  yaluation,  credit  facil- 
ities, trusts,  excess  profits  and  taxation,  the  farmers  and  wage-earners 
can  be  lined  up  on  a  fairly  common  program.  This  alignment  of 
interests  may  overshadow  the  other,  and  prevent  any  drastic  modifi- 
cation of  the  principle  of  restricted  immigration. 

But  suppose  the  immigration  law  is  modified.  The  result  of  in- 
creased immigration  will  scarcely  be  to  lower  the  wages  of  skilled 
labor.  Rather  it  will  lower  still  more  the  already  deflated  wages 
of  common  labor.  Extensive  immigration  will  merely  serve  to  in- 
crease the  exceptionally  large  spread  that  already  obtains  between 
the  wages  of  skilled  and  common  labor  in  America. 

What  then  is  to  be  done  with  the  existing  wage  level  of  skilled  and 
semi-skilled  labor?  The  easiest  way  of  escape  is  by  price  inflation. 
For  that  we  appear  to  be  due  for  the  next  year  or  so.  This  will  give 
temporary  respite  to  the  struggle.  But  it  will  only  be  temporary. 
Each  succeeding  drop  in  prices  will  bring  a  recurrence  of  the  struggle. 

It  is  not  unlikely  that  wage  statistics  for  the  next  decade  or  so 
will  register  a  substantial  gain  in  real  wages.  The  pressure  of  a 
high  wage  level  against  a  secular  drop  in  prices  is  a  tremendous  goad 
to  managerial  efficiency  .The  recent  study  of  the  Federated  Engineering 
Societies  indicates  that  there  is  still  room  for  large  improvement  in 
management  on  the  basis  of  what  has  already  been  achieved  by  the 
better  firms.  Squeezed  between  a  declining  secular  trend  in  prices 
and  an  unyielding  wage  level,  the  employer  is  forced  to  buckle  down 
to  the  job  of  making  industry  efficient  enough  to  carry  the  load  of 
high  wages.  So  long  as  the  secular  trend  of  prices  is  downward  we 
are  therefore  likely  to  see  a  rise  in  real  wages.  But  the  constant 
struggle  against  declining  prices  and  a  recalcitrant  wage  level  can 
scarcely  fail  to  result  in  chronic  depression  with  brief  intermittent 
periods  of  prosperity  whenever  a  way  of  escape  is  offered  through 
temporary  price  inflation.  Thus  we  may  witness  a  period  similar 
to  that  of  the  seventies  and  nineties,  when  real  wages  were  rising  but  the 
buying  power  of  labor  as  a  class  was  low  because  of  widespread  un- 
employment. Sooner  or  later  we  shall  probably  arrive  at  a  period 
in  which  the  secular  trend  of  prices  will  once  more  be  upward.  Then 
the  entrepreneur  will  find  himself  more  comfortably  situated.  The 
wage  level  and  the  price  level  will  reach  a  more  normal  adjustment. 
Prosperity  may  be  expected  to  become  steadier  and  more  sustained 
as  was  the  case  from  1898  to  1920.     Real  wages  may  decline,  but 
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the  buying  power  of  labor  will  increase  due  to  more  general  employ- 
ment. 

This  brings  us  to  a  consideration  of  the  cost  of  living  and  its 
relation  to  wages.  The  average  weekly  earnings  of  factory  labor 
kept  up  with  the  cost  of  living  until  the  latter  part  of  1919,  after 
which  they  gained  on  the  cost  of  living.  In  1921  real  wages  stood 
12  per  cent  above  the  1914  level  and  during  the  past  year  they  rose 
gradually  until  in  the  last  quarter  of  the  year  they  were  more  than  20 
per  cent  above  the  pre-war  base.  This  is  the  highest  point  ever 
reached  in  our  history,  exceeding  as  it  does  the  previous  peaks  of 
1896  and  1907.  The  history  of  the  real  wages  of  railroad  labor  is 
substantially  similar  to  that  of  factory  labor.  Bituminous  coal 
miners'  wages  did  not  overtake  the  cost  of  living  until  1921,  but  were 
nearly  20  per  cent  higher  at  the  close  of  1922.  In  the  anthracite 
field  real  wages  declined  severely  until  November,  1918.  In  1919-20 
they  averaged  about  12  per  cent  above  the  pre-war  level.  During  the 
years  1921-22  they  rose,  owing  to  the  decline  in  the  cost  of  living, 
and  at  the  present  time  are  about  45  per  cent  above  the  pre-war 
base.  Skilled  labor  suffered  a  severe  loss  in  real  wages  all  through 
the  period  of  prosperity.  Not  until  the  depression  of  1921  did  the 
hourly  rates  overtake  the  cost  of  living.  Then  real  wages  rose  and 
by  May,  1922,  the  index  number  stood  15  per  cent  above  the  pre- 
war base.  The  history  of  the  real  wages  of  common  labor  is  quite 
the  reverse.  There  was  a  phenomenal  rise  during  the  upward  move- 
ment of  the  cycle,  and  an  equally  remarkable  drop  in  the  depression 
period.  In  1919  the  real  wage  index  stood  at  122,  and  in  the  past 
year  at  88.  Thus  the  cost  of  living  lagged  far  behind  the  wages  of 
common  labor  throughout  the  entire  cycle.'* 
"Real  Wages  1914-1922  (1914^:100). 
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The  year  1914  is  an  nnfortonate  base  for  the  purpose  here  intended,  particularly 
in  the  case  of  weekly  earnings  which  were  unduly  low  In  that  year;  but  it  is  tlie 
only  eoomun  baM  possible. 
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Taking  all  classes  of  labor  into  consideration  real  wages  on 
the  whole  barely  held  their  ground  until  the  first  part  of  1920,  after 
which  they  gradually  rose.  On  the  other  hand,  the  buying  power 
of  the  wage-earning  class  was  considerably  above  the  pre-war  level 
from  1916  to  1920,  after  which  it  severely  declined.  In  1921,  in 
spite  of  the  high  real  wages  of  those  employed,  the  per  capita  pui^ 
chasing  power  was  about  14  per  cent  below  the  pre-war  normal  owing 
to  the  unprecedented  volume  of  unemployment.  With  the  upward 
swing  of  employment,  labor's  purchasing  power  increased  and  was 
well  above  normal  at  the  close  of  the  year." 

What  now  of  the  immediate  future?  The  past  movements  of 
prices,  wages,  and  employment  indicate  the  following  probable  trend 
for  the  coming  year. 

1.  Wholesale  prices  may  be  expected  to  rise  more  rapidly  than 
money  wages.  The  price  level  may  therefore  temporarily  overtake 
the  high  wage  level  and  may  possibly  exceed  it. 

2.  Since  the  cost  of  living  wiU  probably  rise  rather  slowly  for  a 
time  at  least,  real  wages  in  general  are  not  likely  to  decline  until  the 
fall  of  1923.  The  wages  of  skilled  labor  will  probably  rise  very 
slowly.  On  the  other  hand,  the  wages  of  common  labor  will  probably 
rise  faster  than  the  cost  of  living,  as  they  did  in  the  previous  cycle, 
especially  in  view  of  the  present  restricted  immigration.  Thus  com- 
mon labor  will  quite  likely  recover  much  of  the  ground  lost  in  the 
past  two  years.  In  fact,  in  recent  months,  substantial  gains  have 
already  been  made. 

8.  Employment  is  rapidly  approaching  normal  and  will  probably 
exceed  that  level  before  the  year  is  passed. 

4.  The  purchasing  power  of  the  wage-earning  class  will  be  wdl 
above  the  pre-war  normal  in  the  coming  year.  This  necessarily  follows 
from  fuller  employment  and  a  high  level  of  real  wages. 

"Per  capita  Buying  Power  of  Factory  Labor,  New  York  State  (June,  1914 
B 100):  June,  1914,  the  base  here  used,  was  about  7  per  cent  below  normal.  Of  the 
writer's  article  referred  to  above. 
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THE  OUTLOOK  FOR  1928— DISCUSSION 

WxsLBT  C.  Mitchell. — Concerning  the  three  papers  which  have  been 
read  at  this  session  I  have  little  to  say  beyond  expressing  the  feeling  which 
all  present  share  that  they  are  most  interesting  analyses  of  certain  features 
in  the  business  situation  and  most  interesting  forecasts  of  what  developments 
we  may  anticipate  in  the  near  future.  My  chief  purpose  is  to  discuss  an 
antecedent  problem,  about  which  there  seems  to  be  some  difference  of 
opinion  among  the  members  of  our  two  associations — ^the  problem  whether 
we  are  justified  in  attempting  to  do  what  all  three  speakers  have  just  done, 
that  is,  make  forecasts  of  future  business  conditions. 

Clearly  the  present  officers  of  both  associations  must  believe  that  such 
attempts  are  justified,  or  they  would  scarcely  have  arrranged  a  joint  session 
npon  "The  Outlook  for  1928."  On  the  other  hand,  those  of  us  who  were 
present  at  the  session  last  year  in  Pittsburgh  at  which  Professor  Hollander 
delivered  his  delightful  diatribe  upon  the  bi^siness  prophets  may  harbor 
doubts  whether  our  then  president  would  quite  approve  of  what  we  are  set 
to  do  today.  And  at  this  very  session  Professor  Willis  began  his  paper 
in  a  way  which  led  us  to  expect  an  issue  different  from  that  at  which  he 
arrived.  "For  some  years  past,"  said  he,  "I  have  felt  that  the  definite 
forecasting  of  coming  economic  events  had  no  scientific  basis  and  hence 
was  unwarranted  as  a  phase  of  economic  study." 

From  the  conclusion  of  Professor  Willis's  paper  we  know  how  to 
interpret  this  preliminary  warning.  On  the  basis  of  a  clear  analysis  of 
certain  significant  features  in  the  present  business  situation,  he  proceeds 
to  a  rather  detailed  forecast  of  the  same  general  character  that  many  another 

economist  has  made  in  the  past.     To  quote :     " we  may  naturally 

look,  in  these  circumstances,  for  stable  or  somewhat  lessened  trade,  stock 
and  bond  quotations  of  a  fairly  stable  variety,  slightly  higher  interest  rates, 
and  a  continued  process  of  readjustment  in  prices  and  business  relations, 
pending  the  time  that  industry  is  restored  to  a  profitable  money-making 
basis  in  which  the  labor  element  renders  an  equivalent  for  the  wages  paid 
to  it."  So  far  as  Professor  Willis  differs  from  other  business  prophets, 
he  differs  merely  in  telling  his  hearers  at  the  start  and  at  the  end  that  all 
prophecy  in  economic  matters  is  exceedingly  uncertain,  and  that  if  anyone 
makes  use  of  his  own  "hesitant  and  contingent"  views  that  person  must  do 
80  at  his  peril. 

This  caution  we  must  all  applaud.  Every  word  of  warning  with  which 
Professor  Willis  has  hedged  about  his  forecast  seems  to  me  justified,  and 
no  less  justified  with  reference  to  the  forecasts  made  by  others  than  with 
reference  to  the  forecasts  made  by  Professor  Willis  himself.  But  for  all 
that  can  we  agree  with  Professor  Willis  "that  the  definite  forecasting  of 
coming  economic  events  [has]  no  scientific  basis  and  [is]  unwarranted  as  a 
phase  of  economic  study?" 

If  we  do  agree  with  this  dictum  it  must  be  because  we  lay  heavy  stress 
upon  the  word  "definite."  From  Professor  Willis's  example  I  think  we 
may  expect  him  to  accept  a  re-wording  of  his  statement  in  some  such  terms 
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M  tfaefe:  ''The  tenUtive  forecasting  of  coming  economic  CTcnU  has  a 
sdentific  basis  and  is  a  valnaUe  phase  of  economic  stndy." 

To  me  at  least  it  seems  that  this  positive  way  of  putting  Professor  Willis's 
statement  expresses  the  attitude  of  most  economists  who  are  investigating 
business  cycles.  We  find  a  scientific  basis  for  tentative  forecasting  of 
economic  events  in  the  fact  that  analysis  of  past  experience  reveals  a  more 
or  less  regular  round  of  events  in  the  activities  of  business.  That  is,  a 
period  of  marked  prosperity  terminates  in  a  crisis,  the  crisis  merges  into  a 
period  of  depression,  the  depression  finally  gives  way  to  a  revival,  and  the 
revival  develops  by  degrees  into  a  new  period  of  prosperity.  This  sncces- 
sion  of  events  is  not  invariable,  for  there  are  instances  in  which  a  period 
of  intense  financial  strain  of  the  sort  characteristic  of  crises  has  occnned  in 
the  midst  of  a  depression  instead  of  at  the  end  of  a  boom,  and  there  are 
instances  in  which  a  revival  has  not  attained  the  dimensions  of  a  boom, 
but  has  relapsed  into  renewed  depression.  Moreover,  the  length  of  the 
successive  phases  of  the  business  cyde,  and  of  the  full  cycle  itself,  varies 
widely  from  case  to  case.  Once  again  each  successive  phase  of  each  suc- 
cessive cyde  has  pecnliarities  which  differ  from  all  its  recorded  analogues. 
Finally,  our  knowledge  of  the  exceedingly  complex  processes  of  the  business 
cyde  is  dementary  and  uncertain.  All  this  is  true,  and  if  I  had  time  for  a 
fuller  statement  that  statement  would  sound  stronger  than  this  bare  refer- 
ence to  the  irregularities  and  uncertainties  of  the  business  cyde.  Tet  it 
is  also  true  that  in  all  countries  which  have  attained  a  highly  devdoped 
money  economy  periods  of  business  expansion  do  not  run  on  indefinitdy 
but  yidd  to  periods  of  business  depression;  and  these  periods  of  depression 
similarly  are  succeeded  by  new  periods  of  expansion.  That  is  true  not  only 
of  the  nations  of  Western  Europe  and  of  North  America,  but  it  is  also  true 
of  Japan,  Australia,  South  Africa,  and  the  more  highly  organised  countries 
of  South  America. 

This  more  or  less  regular  round  of  events  in  the  past  justifies  the  working 
hyi>othesis  that  future  economic  devdopments  will  show  similar  osdUations. 
But  the  irregularities  of  such  successive  rounds  show  that  we  are  dealing 
with  a  process  which  is  far  from  simple  and  concerning  which  our  present 
knowledge  is  most  inadequate.  To  learn  more  about  the  processes  involved 
is  the  inspiriting  task  on  which  many  men  are  now  working.  While  these 
investigators  have  made  gratifying  progress  toward  fuller  comprehension 
in  the  past  decade,  none  of  them  imagine  that  their  task  is  nearing  com- 
pletion. As  sdentific  workers  our  chief  concern  should  be  with  l^e  un- 
sdved  problems — ^with  what  we  do  not  yet  know  but  have  a  prospect  of 
finding  out. 

In  this  task  of  trying  to  extend  knowledge  of  the  business  cyde,  attempts 
to  forecast  the  business  future,  to  forecast  it  as  definitdy  as  possible,  con- 
stitute a  most  hdpful  procedure.  To  analyse  present  business  conditions, 
to  project  the  processes  now  in  operation  into  the  near  future,  and  to  state 
as  dearly  as  may  be  what  thdr  net  resultants  seem  likdy  to  be,  put  our 
working  hypotheses  to  a  severe  test  and  may  enable  us  to  correct  w^i^^V^ 
or  fill  gaps  in  our  present  knowledge.  As  Professor  Willis  says,  even  the 
asost  carefully  made  forecasts  are  f aUiUe,  and,  to  avoid  misleading  those  vn- 
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Initiated  in  economic  investigation^  they  should  be  stated  with  careful  reser- 
yations.  Bnt  to  the  investigator  who  makes  them  they  are  a  method  of 
testing  the  adequacy  of  present  knowledge^  and  a  method  that  is  often 
most  fruitful  when  the  forecasts  go  awry.  The  one  caution  most  needful 
to  the  scientific  worker  himself  is  not  that  he  should  admit  the  uncertainty 
of  his  expectations^  but  that  he  should  follow  them  up  afterwards  and  be 
stem  in  rejecting  all  easy  explanations  of  why  his  forecasts  did  not  fit  the 
facts  more  perfectly.  Perhaps  no  more  fruitful  session  could  be  arranged 
for  our  conyention  in  1924  than  one  in  which  Professor  Youngs  Professor 
Willis^  and  Professor  Hansen  should  review  the  events  of  1923^  and  discuss 
the  reasons  why  what  they  have  forecast  today  did  or  did  not  happen. 

These  attempts  to  forecast  and  these  efforts  to  profit  by  our  past  errors 
in  forecasting  are  not  only  an  important  method  of  gaining  new  knowledge^ 
bnt  they  are  also  an  indispensable  part  of  the  effort  to  gain  control  over  the 
business  cycle  so  as  to  increase  the  gains  and  reduce  the  losses  it  brings 
npon  us.  As  Professor  Willis  pointed  out^  every  business  man  must  try  to 
anticipate  future  developments^  and  he  is  entitled  to  any  technical  help 
which  the  economist  and  statistician  can  give  him.  But  quite  apart  from 
these  individual  efforts  to  make  profits  or  avoid  losses  we  are  beginning  a 
social  effort  to  reduce  the  wastes  of  booms  and  the  widespread  unemploy- 
ment of  depression — ^just  as  we  have  reduced  the  financial  confusion  of 
crises  by  adopting  the  federal  reserve  system.  For  the  business  cycle  is  a 
cycle  of  human  behavior^  and  it  is  not  extravagant  to  hope  that  we  can 
learn  to  behave  more  wisely  in  the  future.  That  task  of  acquiring  control 
over  the  business  cycle  in  the  public  interest^  however^  rests  fundamentally 
npon  our  ability  to  foresee  changes  in  business  conditions  a  little  before 
they  happen  and  take  measures  to  meet  them.  Forecasts  for  this  purpose 
nuist  be  made  by  economists  and  statisticians^  and  they  must  be  made  with 
reference  to  conditions  affecting  the  whole  community.  To  make  the 
efforts  at  control  even  tolerably  helpful  we  shall  need  more  reliable  fore- 
casts than  we  can  frame  today.  And  the  way  to  improve  in  forecasting 
is  to  make  the  most  carefully  reasoned  forecasts  we  can  at  present  and 
learn  all  that  we  can  from  every  error  we  commit.  If  we  do  the  work  in  a 
scientific  nuumer  we  should  be  able  to  find  out  what  data  now  lacking  are 
really  needed^  to  use  the  old  and  new  data  with  more  skill,  and  so  to  put 
onr  forecasts  upon  a  firmer  basis  than  they  have  today. 

Mart  Van  Klkkck. — Professor  Hansen's  paper,  which  I  have  been  par- 
ticularly asked  to  discuss^  suggests  some  extremely  interesting  problems 
for  research.  He  has  sketched  a  picture  of  the  trend  of  wage  rates  gaining 
npon  wholesale  prices  until,  as  he  expresses  it^  the  stage  is  set  for  an 
nnprecedented  struggle  over  the  wage  level.  He  suggests  that  we  are 
witnessing  a  race  between  wages  and  employment.  He  sees  as  the  result 
of  the  struggle  the  growth  of  anti-union  sentiment  and  agitation  for  relief 
from  the  restrictions  on  immigration,  together  with  the  possibility  of  a  new 
stimulus  to  better  management. 

Professor  Hansen  has  drawn  this  conclusion  as  the  result  of  comparing 
the  movement  of  wages  with  the  movement  of  wholesale  prices.     He  is 
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discnssing  wages  from  the  point  of  view  of  the  employer^  who  is  thinking 
of  the  price  of  lahor  as  an  element  in  the  cost  of  production. 

In  order  to  illustrate  what  I  miean  hy  the  problems  suggested  for  research 
in  this  discussion^  let  me  point  out  three  assumptions  underlying  it^  which 
seem  to  me  to  be  based  upon  wholly  inadequate  facts.  I  shall  not  attempt 
at  this  moment  to  consider  statistics  of  wages  or  the  statistics  of  prices — the 
methods  of  collecting  them  or  their  adequacy — although  this  is  a  big  subject 
in  itself. 

Firsts  is  it  quite  safe  to  use  the  available  commodity  prices  and  the  avail- 
able data  on  wage  rates  and  earnings  as  a  basis  for  determining  the  rela- 
tion between  the  two^  when  the  price  index  includes  a  list  of  commodities 
different  from  the  products  of  the  industries  for  which  wage  statistics  are 
available?  Professor  Hansen  recognizes  this  difficulty  when  he  confines 
his  analysis  on  one  point  to  a  list  of  ten  products^  for  which  both  wages 
and  wholesale  prices  are  available.  But  even  these  two  lists  are  not  abso- 
lutely identical. 

Secondly^  by  what  warrant  do  we  assume  that  the  year  1914^  or  there- 
abouts^ was  a  "normal  period"  and  that  an  unevenness  in  the  rise  or  fall  of 
prices  as  compared  with  wages  subsequent  to  1914  therefore  represents  a 
maladjustmient?  Have  the  economists  set  up  a  standard  of  normality  at 
any  time  in  the  past  which  would  justify  our  interpretating  trends  today 
as  a  maladjustment  between  wages  and  prices? 

The  possible  fallacy  of  taking  one  year  as  normal  in  its  relationships 
is  illustrated  if  a  single  industry  such  as  bituminous  coal  mining  be  dis- 
cussed. The  complete  story  of  bituminous  coal  mining  is  not  told  in  an 
index  reflecting  wage  increases  in  1917^  1918^  or  1919^  in  comparison  with 
prices  of  wholly  different  conmiodities.  In  the  bituminous  coal  industry 
we  are  forced  back  to  fundamental  problems  of  industrial  management  and 
we  find  that  as  part  of  the  inefficient  functioning  of  the  industry  basic  facts 
are  not  available. 

In  like  manner  the  wage  problem  of  the  railroads  is  not  revealed  by  an 
index  of  wage  increases  compared  with  conmiodity  prices^  since  again  the 
struggle  over  the  wage  level  arises^  in  part  at  leasts  out  of  fundamental 
problems  of  administration. 

Is  it  not  true  that  some  of  the  present  difficulty  arises  out  of  our  inability 
to  analyze  clearly  on  the  basis  of  available  data  how  wages  should  be  deter- 
mined in  any  industry?  During  the  war  we  saw  an  acceptance  of  the  idea 
by  wage-earners  and  by  the  general  public  that  the  cost  of  living  should 
determine  the  minimum  wage.  At  present  we  are  in  a  state  of  confusion 
as  to  how  far  this  applies  as  a  guiding  principle  in  a  given  industry  and 
what  relation  it  should  bear  to  other  factors  in  wage  determination.  Lack 
of  the  data  upon  which  to  base  a  clear  analysis  of  the  method  of  wage 
determination  necessarily  produces  confusion  and  no  adequate  forecast  is 
possible  until  this  confusion  is  recognized. 

This  brings  us  to  the  third  fundamental  difficulty  that  we  find  in  Pro- 
fessor Hansen's  paper^  namely^  the  assumption  that  the  trend  of  earnings 
is  an  index  of  the  cost  of  labor.  We  know  from  the  experience  of  individ- 
ual firms  that  low  wages  do  not  always  mean  low  labor  coats  and  that 
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wages  may  not  always  mean  high  labor  costs.  It  is  a  fallacy  to 
assmne  that  because  earnings  have  increased  at  a  more  rapid  rate  than 
wholesale  prices,  therefore  the  labor  cost  has  increased.  We  have  not 
the  facts  upon  which  to  base  this  assumption. 

Should  economists  limit  their  view  of  the  struggle  ahead  over  wages 
to  the  possible  influence  of  anti-union  sentimtent  and  agitation  for  increased 
immigration?  Should  they  not  include  in  the  picture  the  possibility  of 
action  based  upon  more  thorough  research?  I  was  interested  in  noticing 
that  in  this  discussion  of  the  outlook  for  1923  no  reference  was  made  to 
the  Federal  Coal  Conmiission  which  should  make  its  report  in  1928.  Is 
this  because  we  lack  faith  in  federal  commissions,  or  is  it  because  we  lack 
faith  in  research  as  a  possible  means  of  substituting  reason  for  force  ?  Is  it 
not  important  that  a  group  like  this  should  be  exceedingly  critical  of  the 
basic  data  now  at  hand  and  alert  to  urge  that  it  be  extended  and  improved 
80  as  to  make  possible  intelligent  interpretation? 

Doubts  have  been  cast  this  afternoon  upon  the  possibility  of  accurate 
forecasting.  Is  forecasting  the  future,  however,  any  more  difficult  than 
interpreting  the  present  or  the  inmiediate  past?  Do  not  both  depend  upon 
more  accurate  information  than  we  now  possess  ?  Should  we  not  include  in 
a  forecast  for  1928  the  possibility  of  improvement  in  basic  statistics  of 
wages  and  employment  and  especially  increased  research  which  will  supply 
the  information  needed  about  individual  establishments,  separate  industries, 
and  finally  the  summation  of  these  facts  as  a  more  adequate  basis  for 
forecast? 


SOME  SOCIAL  ASPECTS  OF  OVERHEAD  COSTS 

An  Application  of  Ovekhead  Cost  to  Social  Accounting,  with 
Special  Reference  to  the  Business  Cycle 

Bt  John  Maukice  Clabk 
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Let  me  hasten  to  say  that  I  am  not  solving  the  whole  problem 
of  social  accounting,  and  I  have  no  yardstick  for  all  the  ultimate  social 
values.  I  have  tried  not  to  push  my  study  farther  than  the  tools  I  use 
will  legitimately  carry  it.  One  of  these  tools  is  the  simple  device  of 
canceling  out  payments  from  one  industry  to  another  and  viewing  costs 
as  they  would  be  if  all  industry  were  operated  by  one  corporation*  In 
other  words,  it  is  merely  an  extension  of  what  the  Interstate  Commerce 
Commission  does  for  the  railroads  when  it  reports  their  earnings,  ex- 
penses, and  capitalization  '^as  one  system."  This  is  a  very  limited  sort 
of  social  accounting.  Other  tools  and  other  canceling  devices  will 
carry  us  farther. 

Most  important  of  these  other  tools  is  the  notion  of  '^differential 
costs,"  meaning  the  entire  difference  in  costs  resulting  from  a  given 
difference  in  output.  Wherever  the  sum  of  the  differential  costs  is  less 
than  the  whole  cost  of  the  business,  there  will  be  something  left  over, 
and  for  this  the  best  name  seems  to  be  ^'residual  cost."  This  is  one 
aspect  or  variety  of  ^'overhead  cost,"  and  for  most  purposes  the  most 
significant  and  fundamental,  but  also  the  hardest  to  capture  and 
measure.  A  rough  approximation  to  it  is  furnished  by  dividing  ex- 
penses into  two  parts,  one  of  which  is  assumed  to  vary  in  proportion 
to  business  ('Srariable  cost")  and  the  other  is  assumed  to  be  ^con- 
stant." As  ordinarily  used,  variable  costs  are  a  fairly  good  index  of 
differential  costs  of  short-run  changes  in  business,  moderate  in  amount 
and  within  the  limits  which  existing  plants  can  handle.  However,  a 
formula  that  would  be  accurate  for  this  problem  would  necessarily  be 
inaccurate  for  any  other.  In  a  broader  sense  wherever  we  find  ^'resid- 
ual  costs"  or  '^constant  costs,"  this  means  that  there  is  unused  capac- 
ity somewhere,  though  it  need  not  be  in  the  physical  plant,  and  is 
quite  as  likely  to  be  in  the  labor  that  works  it.  The  study  of  **over- 
head  costs"  may  be  regarded  as  primarily  a  study  of  unused  capacity. 

Differential  cost  has  two  very  interesting  characteristics.  In  the 
first  place,  since  it  is  entirely  a  matter  of  comparing  alternatives,  the 
result  depends  as  much  on  one  alternative  as  on  the  other.  You  do 
not  know  what  the  differential  cost  of  operating  your  plant  is  unless 
you  know  what  the  alternative  is,  in  fact,  it  may  be  two  or  three  things 
at  once.  The  differential  cost  of  increasing  the  output  of  a  going  plant 
will  be  one  thing.     The  differential  cost  of  shifting  from  one  variety  of 
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product  to  another  will  be  a  difFerent  thing,  and  the  differential  cost  of 
keeping  the  plant  in  operation,  rather  than  shutting  down  entirely,  wiU 
be  different  from  either  of  the  other  two.  More  broadly,  if  it  is  a  ques- 
tion of  people  making  automobiles  or  making  sewing-machines,  the  earn- 
ings of  one  occupation  consitute  a  differential  cost  of  the  other,  and, 
so  far  as  labor  goes,  this  may  be  represented  by  the  Agoing  rate**  of 
wages.  But  if  it  is  a  question  of  making  automobiles  or  going  idle,  the 
differential  labor  cost  of  making  automobiles  is  practically  zero: 
going  rates  of  wages  have  little  or  nothing  to  do  with  it.  This  charac- 
teristic of  differential  cost  is  the  key  of  the  argument  that  is  to  follow. 

In  the  second  place,  ^'differential  cost"  means  that  we  compare  costs 
imder  two  different  sets  of  conditions,  and  cancel  out  the  common  iiemi. 
But  because  these  items  cancel,  it  follows  that  we  do  not  even  need  to 
measure  ihem^  if  we  can  be  sure  that  they  really  are  common  items. 
It  is  this  fact  which  makes  it  possible  for  a  would-be  scientist  to  say  a 
few  things — a  very  few  things — about  the  ultimate  human  costs  of 
industry.  No  one  can  measure  them,  but  this  is  not  necessary  in  order 
to  be  able  to  say  that  under  certain  circumstances,  they  are  constant. 
Granted  this  much,  one  can  establish  some  very  significant  propositions 
in  the  field  of  social  accounting. 

So  much  for  the  tools  which  this  argument  is  to  use.  The  argument 
itself  falls  into  seven  theses,  which  may  be  condensed  as  follows : 

I.  While  increased  output  in  general  may  or  may  not  bring  econ- 
omy, ^off-peak"  business  nearly  always  does ;  its  '^differential  cost"  is 
extremely  low,  and  an  increase  in  this  class  of  business  brings  substan- 
tially no  increase  in  interest,  depreciation,  and  many  expenses  of 
operation. 

IL  Efficiency  requires  putting  any  ''idle  overhead"  (unused  capac- 
ity) to  work,  whenever  the  product  is  worth  its  differential  or  variable 
cost. 

IIL  The  apparent  volume  of  variable  costs  in  industry  is  deceptive, 
on  account  of  what  may  be  called  the  "shifting  and  conversion  of  over* 
head  costs."  The  cost  of  steel  to  the  purchaser  is  a  'Srariable  charge" 
of  8o  much  per  ton,  but  the  cost  of  producing  the  same  steel  may  be 
largely  constant,  regardless  of  output.  This  is  a  typical  case.  The 
process  may  be  reversed,  and  variable  costs  may  be  converted  into  con- 
stant, thouj^  far  less  frequently.  In  either  case  the  discrepancy 
between  real  and  apparent  costs  may  give  rise  to  waste. 

IV.  The  amount  and  behavior  of  overhead  costs  borne  by  any  one 
holiness  depends  on  the  kind  of  contracts  it  makes  in  buying  and  sell- 
ing,  and  therefore  is  "a  matter  of  human  institution,"  alterable  by 
agreement  and  subject  to  controL 

v.     Most  of  the  costs  of  industry  are  constant,  with  reference  to  the 
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business  cycle.  Where  the  alternative  is  idleness,  the  differential  costs 
properly  chargeable  to  additional  output  are  next  to  nothing. 

VI.  There  are  some  costs  and  damages  which  industry  is  not 
required  to  compensate  at  all,  and  a  complete  social  accounting  must 
include  these  as  a  form  of  ^^unabsorbed  burden."  The  amount  of  this 
burden  is  to  some  extent  subject  to  control  by  the  community,  which 
has  it  in  its  power  to  improve  the  allocation  of  its  overhead  costs. 

Vn.  In  the  interests  of  collective  efficiency,  the  costs  of  industry 
should  be  laid,  either  upon  those  responsible,  or  upon  whatever  persons 
and  in  whatever  ways  may  best  serve  as  incentives  to  economize  those 
costs  and  utilize  to  the  utmost  the  potential  values  resulting.  This 
calls  for  important  changes  in  the  customary  forms  of  financial  obliga- 
tions. 

So  much  for  the  sketch  of  the  argument;  it  remains  to  fill  in  this 
frame  work,  so  far  as  time  permits.  The  first  thesis  stresses  the 
peculiar  importance  of  fluctuations  of  output,  and  deals  with  *^peak 
loads,**  "off-peak  business,"  *%ad  factors,"  and  the  like.*  During  short- 
time  ups  and  downs,  many  costs  are  constant  which  are  not  constant 
for  any  other  kind  of  business  movement.  For  example,  there  is  a 
very  definite  seasonal  ^^eak"  in  railroad  freight  traffic,  the  maximum 
coming  in  October,  and  the  minimum  around  January  in  most  parts  of 
the  country.  At  any  time  except  October  the  railroads  ordinarily 
have  spare  capacity.  Superimposed  on  this  there  is  the  business  cy- 
cle," and  if  a  given  October  comes  in  a  time  of  depression,  there  will  be 
spare  capacity  even  in  October;  in  short,  there  is  spare  capacity  a 
great  part  of  the  time.  Any  business  coming  at  off-seasons,  and  only 
at  off-seasons,  will  get  the  benefit  of  unused  capacity  and  will  show  a 
very  great  economy.  A  careful  comparison  of  the  Interstate  Com- 
merce Commission's  monthly  figures  of  earnings  and  expenses  for  the 
railroads  of  the  country  yields  the  conclusion  that,  with  reference  to 
monthly  fluctuations  of  traffic,  about  half  the  operating  expenses  (and, 
of  course,  substantially  all  the  capital  charges)  are  independent  of 
traffic*  If  the  yearly  trend  is  observed,  however,  it  shows  that  operat- 
ing expenses  have  been  increasing  faster  than  traffic  during  the  last  ten 
years.  Allowing  roughly  for  the  shrinking  dollar,  it  is  still  clear  that 
the  economy  of  increased  traffic  shown  in  the  yearly  trend  is  not  nearly 
so  great  as  that  shown  in  the  monthly  fluctuations. 

Thus  the  commonly  accepted  view  as  to  the  proportion  of  constant 

»Scc  G.  P.  Watkins:  **A  Third  Factor  in  the  Variation  of  Productivity,"  Am^r. 
Eeon,  Review,  V,  7S8,  In  this  stimfUlating  article  Mr.  Watldns  discusses  labor's 
load  factor  (pp.  770-77),  furnishing  many  suggestions  which  are  here  followed  oat 
in  treating  labor  as  an  overhead  cost. 

The  writer  is  hoping  to  publish  the  results  of  this  study  at  an  early  date,  but 
feels  the  need  of  supplementhig  the  figures  with  physical  data,  independent  of  the 
shifting  value  of  the  dollar.  This  result  corroborates  Ripley*s  conclusions  {Bail- 
roade:  Bates  and  Regulatione,  chap.  II)  »o  far  ae  monthly  fluetucUion$  are  eoneem4d. 
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expenses  appears  to  be  corroborated  for  monthly  fluctaations,  bat 
not  for  yearly  movements.  For  yearly  movements,  the  proportion  of 
constant  costs  would  be  much  smaller,  while  for  daily  ups  and  downs 
it  would  be  much  larger.  One  chief  reason  for  the  discrepancy  is 
that  yearly  growth  calls  for  increased  capacity. 

But,  as  we  have  seen,  in  any  given  month,  a  railroad  commonly 
has  some  unused  capacity.  As  a  result,  railroad  men  have  formed  a 
habit  of  thinking  of  added  business  as  always  a  gain,  and  so  it  is,  in  the 
short  run,  if  the  railroad  'Can  handle  it  at  aU.  But  if  we  take  on  added 
business  without  being  careful  to  see  that  it  is  confined  to  the  off-season, 
then  some  day  when  business  is  prosperous  and  the  October  ^^peak" 
requires  more  equipment,  tracks,  and  terminal  facilities,  the  economy 
win  not  be  so  great ;  in  fact,  it  may  have  disappeared  entirely.  If  the 
raflroad  then  keeps  its  plant  up  to  the  demands  of  the  traffic,  it  will 
have  just  as  much  unused  capacity  as  before,  and  the  added  traffic 
which  it  took  on  at  extra  low  rates  on  accownt  of  having  unused  capac- 
ityf  will  not  have  resulted  in  any  better  utilization  of  its  plant  than 
before.  On  the  other  hand,  seasonal  rates  on  coal,  in  order  to  stimu* 
late  movement  in  the  spring  and  early  summer,  might  improve  the 
capacity  factor  of  the  railroads  enormously,  and  actually  save  them 
from  the  necessity  of  making  some  enlargements  of  their  plant  which 
they  otherwise  might  have  to  make.' 

So  much  for  the  first  thesis.  The  second  says:  ^'Utilize  the  idle 
overhead.'*  To  this  end,  anything  that  is  worth  its  ^^differential  cost'* 
is  worth  producing.  Here,  however,  we  run  into  a  dilemma,  since  **over- 
head  costs"  must  be  covered  somehow,  otherwise  competition  would 
degenerate  into  cutthroat  warfare,  and  would  quickly  disappear.  How- 
ever, cutting  prices  is  not  the  only  way  of  securing  additional  off-peak 
business.  It  may  also  be  done  by  producing  **to  stock,"  by  scheduling 
postponable  work  to  be  done  at  such  times,  by  special  selling  efforts, 
by  taking  on  side  lines,  or  by  dovetailing  together  profitable  lines  of 
business,  and  bearing  the  expense  involved  in  dividing  one's  attention 
and  in  shifting  labor  from  one  kind  of  work  to  the  other. 

The  third  thesis,  still  more  important,  deals  with  what  I  have  caUed 
the  ^^ifting  and  conversion  of  overhead  costs."  Whenever  anybody 
who  has  any  ^^overhead  costs"  sells  his  product  or  his  services  he  puts 
the  ^^overhead  costs"  into  the  price  he  charges  and  thus  they  nearly  al- 
ways become  a  "variable  cost"  to  the  purchaser.  Thus  most  of  the 
"constant  costs"  of  business  disappear  as  constant  costs  and  are  con- 
verted into  **direct"  or  "variable  costs,"  from  which  fact  we  may  con- 
clude that  there  is  a  great  deal  more  "overhead  cost"  in  business  than  is 
evident  at  first  sight. 

Telephone  rates  furnish  a  good  example  of  this  shifting  and  con- 

Thit  would  of  coarse  require  careful  study  of  sectional  conditions. 
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version.  A  telephone  company  has  some  expenses  that  do  not  vary 
with  number  of  calls  and  some  that  do.  If  it  charges  so  much  per  call, 
it  converts  its  ^'constant  costs"  into  a  •Srariable  charge"  on  the  con- 
sumer; and,  as  a  result,  the  cost  of  added  calls  to  him  is  more  than 
it  is  to  the  company,  and  he  may  be  deterred  from  taking  calls  that 
would  be  worth  more  than  they  would  cost.  On  the  other  hand,  if  the 
company  charges  so  much  per  month,  independent  of  number  of  calls 
taken,  tiieir  *Srariable  costs"  are  converted  into  a  '^constant  charge" 
on  the  consumer  and  he  may  waste  calls,  taking  service  that  is  not 
worth  to  him  as  much  as  it  costs  the  company.  Insurance  furnishes 
another  interesting  type  of  conversion.  Here  a  cost  that  varies 
(though  not  in  regular  proportion  to  output)  is  converted  into  a 
^'constant  cost,"  with  the  result  that  accidents  do  not  cost  the  individ- 
ual as  much  as  they  cost  society.  This  subject  will  come  up  again 
in  connection  with  my  final  thesis. 

While  the  cost  of  materials  to  a  producer  who  uses  them  is  a  direct 
or  variable  cost,  a  considerable  part  of  the  original  cost  of  the  ma- 
terials is  likely  to  be  an  overhead  or  constant  cost.  True,  there  is 
one  thing  about  raw  materials  that  differentiates  them  from  costs  of 
labor  or  costs  of  plant,  and  that  is  that  if  they  are  not  used  today 
they  can  be  used  at  some  future  time,  and  if  you  use  them  today  you 
sacrifice  that  future  use.  Thus,  in  a  general  way,  materials  are  proper- 
ly treated  as  a  variable  cost.  But  the  financial  reckoning,  at  least  in 
time  of  depression,  distorts  the  amount  of  this  cost.  The  financial 
expense  at  such  times  involves  the  sacrifice  of  a  present  value  based  on 
expected  higher  prices  in  the  future.  If  it  is  not  worth  while  working 
up  the  materials  now,  that  means  that  this  future  use  is  outbidding  the 
present  demand  for  goods.  True,  in  terms  of  money ;  but  in  terms  of 
need  the  higher  price  represents  the  less  pressing  want,  not  the  more 
pressing.  People  need  goods  more  in  time  of  depression  than  in  time 
of  prosperity,  especially  those  who  are  out  of  work. 

The  question  is  complicated  by  the  fact  that  manufactured  goods 
will  go  to  fill  the  warehouses,  not  directly  into  the  hands  of  consumers. 
From  this  angle,  the  desideratum  is  that  the  replenishment  of  stocks 
should  be  a  steady  flow,  and  the  penalty  of  failure  is  a  clogging  of  the 
outlet  for  the  goods  already  produced,  and  a  shrinkage  of  their  effec- 
tiveness in  satisfying  wants.  Anything  that  makes  goods  move  along 
more  steadily  is  to  be  credited  with  a  reduction  of  this  waste. 

This  proposition  appears  to  contradict  the  generally  accepted  doc- 
trine that  fluctuating  prices  serve  a  social  purpose  by  saving  goods 
for  the  times  of  greatest  scarcity  and  need.  This  is  true  of  famines 
and  similar  shortages,  but  it  is  emphatically  not  true  where  the  time 
of  shortage  for  the  consumer  is  precisely  the  time  of  low  prices,  while 
high  prices  accompany  prosperity  and  plenty.     What  about  labor? 
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If  has  often  been  recognized  that  the  special  training  of  a  professional 
man  is  a  form  of  investment  and  that  the  reward  necessary  to  com- 
pensate it  is  a  kind  of  overhead  cost.  Accordingly,  he  frequently 
follows  the  principle  of  charging  what  the  traffic  will  bear,  distributing 
his  overhead  in  much  the  same  way  as  a  public  utility.  But  why  con- 
fine this  principle  to  doctors  and  lawyers?  Common  labor  requires  an 
investment  and  a  very  definite  maintenance  charge,  and  this  mainte- 
nance is  not  vastly  greater  because  a  man  goes  to  work  than  it  would 
be  if  he  were  idle.  In  fact,  one  can  say  that  when  a  laborer  is  out  of  a 
job  somebody  must  either  bear  the  full  cost  of  his  necessary  main- 
tenance or  else  his  working  powers  will  deteriorate,  and  that  will  be  a 
still  heavier  loss.  The  unemployed  often  get  along  on  surprisingly 
few  cents  a  day,  but  those  few  cents  do  not  represent  what  society  is 
losing  as  a  result  of  their  being  out  of  work.  Almost  any  wages  would 
be  just  that  much  to  the  good,  and  we  can  afford  to  ignore  any  possible 
psychic  cost"  of  working  eight  hours  a  day,  rather  than  walking  the 
streets.  A  ten-hour  day  may  cost  the  laborer  more  in  fatigue  and 
sacrifice  than  an  eight-hour  day.  Also  a  stop-gap  job  may  make  it 
harder  for  a  man  to  get  the  kind  of  work  he  really  wants  and  is  fitted 
for,  but  if  this  is  guarded  against,  and  it  is  a  question  of  having  a 
job  or  having  none,  the  '^psychic  cost''  of  any  tolerable  job  is  a  minus 
quantity  to  a  healthy  individual.*  Thus,  we  may  say  that  most  of  the 
ultimate  costs  of  labor  to  the  laborer  and  to  the  community  are  con- 
stant costs  and  that  they  are  translated  into  variable  costs  to  the  em- 
ployer by  our  customary  system  of  wages,  in  much  the  same  way  in 
which  the  constant  costs  of  a  telephone  exchange  are  translated  into  a 
variable  charge  when  the  user  pays  so  much  per  call. 

From  this  point  of  view  it  appears  to  be  almost  a  matter  of  accident 
that  capital  costs  are  regarded  as  constant  and  labor  costs  as  variable. 
It  is  all  a  matter  of  the  way  the  contracts  are  drawn,  and  while  there 

*Here  we  are  using  the  pr&iciple  laid  down  m  tlie  introduction  to  tliis  paper,  that 
"differential  cost"  depends  on  tne  alternative  that  is  offered.  It  may  be  objected 
that  I  am  comparing  xvork  with  toaget  to  idlen€$$  with  none  and  that  I  have  not 
separated,  in  good  Benthamite  fashion,  the  value  of  the  wages  from  the  cost  of  the 
woric;  that  a  man  would  rather  rest  or  hunt  for  a  lucrative  job  than  work  for 
nothmg  and  that,  if  he  got  his  wages  whether  he  worlced  or  not,  he  would  rather 
not  worlc  These  are  plausible  propositions,  granting  their  assumptions,  but  the 
assumptions  are  unreal,  for  th€$e  aitematioeg  are  not  offered.  What  is  offered  is 
(1)  work,  with  some  ''psychic  cost"  (amount  undetermined),  (2)  idleness,  with  a 
"psychic  cost"  wliich  is,  on  the  whole  and  for  the  most  people,  greater,  over  and 
obove  the  immediate  deprivation  of  wages  and  consequent  physical  comforts.  In 
neither  case  do  we  need  to  measure  the  absolute  amounts,  since  we  are  cancelling 
tliem  against  each  other,  as  already  suggested.  However,  granting  the  full  truth 
of  tliese  objections,  they  would  require  only  an  amendment,  to  the  effect  that  the 
numey  equivalent  of  the  differential  psychic  cost  of  work  is  far  less  than  the  laborer's 
necessary  maintenance.  This  would  leave  untouched  the  main  proposition,  that 
most  of  the  ultimate  cost  of  labor  is  a  residual  or  constant  cost.  No  one  proposes 
that  laborers  should  work  for  nothing,  nor  that  they  should  be  paid  the  same  wages 
whether  they  work  or  not 
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is  substantial  reason  for  drawing  them  in  the  customary  way,  still  it 
would  be  quite  possible  to  make  labor  a  constant  cost  by  putting  it 
on  a  salary  basis,  as  the  higher  officials  are  now,  and  to  make  capital 
a  variable  cost  by  leasing  it  for  a  payment  depending  upon  the  use 
that  is  made  of  it.  The  United  Shoe  Machinery  Company,  the  Dick 
Mimeograph  Company,  and  others,  have  furnished  precedents  for  an 
arrangement  of  this  kind — ^not  always  with  universal  satisfaction. 
Royalties  on  patented  processes  are  often  in  this  form.  This,  then, 
is  our  fourth  thesis:  that  the  proportion  of  constant  cost  appearing 
in  the  financial  accounts  is  optional,  and  can  be  changed  by  contract 
or  by  public  action. 

We  now  come  to  the  fifth  thesis :  namely,  that  with  reference  to  busi- 
ness depressions  most  of  the  costs  of  industry  are  constant;  that 
consequently  it  would  pay  the  industrial  community  as  a  whole  to  keep 
going  even  though  the  product  were  worth  next  to  nothing  above  the 
value  of  the  basic  materials,  and  that  even  this  minumum  would  be 
radically  reduced  by  a  correct  social  accounting.  It  goes  without 
saying  that  industry  as  a  whole  does  not  follow  out  this  principle. 
Single  enterprises  are  often  willing  to  ignore  their  overhead  costs,  in 
the  effort  to  maintain  output,  but  they  must  cover  their  variable  costs 
and  their  variable  costs  include  a  lot  of  other  people's  overhead  costs. 
In  order  to  produce  results  by  this  method  everybody  would  have  to 
do  the  same  thing  at  once,  including  the  producer  of  raw  materials,  the 
retailer  who  has  invested  in  a  stock  of  goods  at  the  old  prices,  and 
labor  at  every  stage  of  production.  All  would  have  to  be  willing  to 
sell  their  product  for  what  it  would  bring,  down  to  the  actual  differ- 
ential cost  of  working,  rather  than  standing  idle.  If  this  miracle  were 
to  happen,  another  miracle  would  follow;  namely,  that  it  would  not 
require  heavy  reductions  in  prices  to  stimulate  demand.  Everybody, 
by  keeping  his  laborers  at  work  and  in  the  market  for  goods,  would 
be  protecting  the  demand  for  everybody  else's  commodities ;  but  if  each 
acts  by  himself,  he  bears  a  heavy  burden  and  receives  only  a  minute 
part  of  the  benefit.  Thus  it  is  the  part  of  individual  financial  wisdom 
to  protect  one's  overhead  outlays  and  let  the  demand  fall  off. 

The  situation  is  analogous  to  that  of  separate  banks  trying  to  main- 
tain specie  payment  in  time  of  panic.  If  they  could  all  jointly  an- 
nounce that  they  would  pay  out  their  reserves  to  depositors  as  long 
as  there  was  any  money  to  pay  out,  they  would  not  have  to  pay  out 
any  dangerously  large  amount.  However,  what  happened  was  that 
banks  suspended  specie  pajrment  to  protect  their  reserves,  whose  only 
use  was  to  maintain  specie  payment.  It  required  a  cooperative  organ- 
ization to  make  the  reserves  available,  and  it  will  require  some  means 
of  organized  action  in  the  industrial  field,  at  least  as  effective  as  the 
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federal  reserve  system  in  the  banking  field,  before  the  waste  of  un- 
employment can  be  avoided/ 

To  sum  up,  financial  accounting  says  that  goods  at  such  times  are 
not  worth  what  they  cost.  Socially  speaking,  this  is  a  fallacy;  a 
pecuniary  fiction.  Goods  are  worth  producing  whenever  there  is  a 
waste  capacity  which  could  be  used  to  produce  them,  and  the  utilizing 
of  this  waste  capacity  costs  the  community  substantially  nothing,  no 
matter  what  it  may  cost  the  private  employer  under  the  customary 
system  of  wages. 

Passing  over  the  sixth  thesis  we  come  to  the  seventh  and  last. 
This  deals  with  what  we  may  call  the  ^^socializing  of  overhead  costs,'* 
or  the  problem  of  assessing,  collecting,  and  apportioning  them  in  the 
way  demanded  by  community  efficiency  rather  than  by  customary 
financial  contracts  and  accounts.  It  is  impossible  to  lay  down  in 
advance  just  what  detailed  method  of  allotting  the  community  bur- 
dens would  best  promote  this  end.  One  thing  which  might  promote 
it  would  be  a  concentrating  of  overhead  costs  so  that  some  one  respon- 
sible for  the  conduct  of  industry  would  have  something  like  as  large 
a  percentage  of  overhead  costs  in  his  budget  as  the  community  has. 
The  only  person  who  can  play  this  part  is  the  employer,  and  one  of  the 
lines  of  advance  might  be  to  convert  certain  indirect  social  costs  into 
overhead  charges  on  the  industry.  Compulsory  insurance  for  acci- 
dents is  a  case  in  point,  and  has  resulted  not  merely  in  lightening  the 
suffering  from  accidents  but  in  reducing  the  number  very  materially. 

Costs  should  be  apportioned  on  a  basis  of  responsibility,  but  re- 
sponsibility is  a  somewhat  elastic  term.  One  may  be  responsible  for 
doing  something  to  increase  costs  or  for  failing  to  do  something  to 
diminish  them  and  it  is  sometimes  hard  to  draw  the  line,  especially 
when  it  becomes  a  question  as  to  who  is  responsible  for  the  burdens 
of  a  business  depression,  which  is  an  unexpected  by-product  of  changes 
in  methods  of  production — changes  which  were  very  profitable  to  those 
who  made  them  and  are  still  profitable  for  those  who  follow  their  lead. 
Roughly,  every  business  helps  create  the  conmiunity  problems  of  in- 
dustrial unrest,  congestion,  and  unemployment.  Its  exact  responsi- 
bility is  untraceable,  but  unless  it  does  something  to  help  lighten  these 
burdens  or  to  help  bear  them,  it  is  not  paying  its  full  costs.  In  a 
stiU  broader  sense,  we  may  say  that  one  kind  of  responsibility  is  gauged 
by  the  opportunity  which  a  person  has  to  improve  the  situation  by 
his  own  efforts.  This  opportunity  is  shared  by  everybody  in  the 
community,  laborers,  employers,  and  others;  but  the  employer  can 
often  do  the  most  decisive  things. 

So  far  as  there  are  costs  which  are  truly  variable  for  industry  as  a 
whole,  they  should  be  laid  as  variable  costs  on  all  those  who  have 
*Cf.  W.  W.  Stewart,  Akericax  Ecoiroiac  Rbyibw^  Sup.,  Mar.  1922,  pp.  42-48. 
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opportunities  to  economize  these  costs.  For  this  reason  insurance 
is  good  in  that  it  enlists  the  interest  of  the  insurance  company  in  organ- 
ized efforts  to  reduce  losses,  but  bad  if  it  frees  the  insured  from  all 
damage  and  all  incentive  to  reasonable  care  and  caution.  Therefore 
property  insurance  should  generally  not  cover  the  full  amount  of  the 
loss/  So  far  as  there  are  costs  which  are  truly  constant  for  industry 
as  a  whole,  they  should  be  so  distributed  as  not  to  form  an  obstacle 
to  the  fullest  utilization  of  these  constant  outlays,  or  rather,  of  the 
productive  capacities  they  represent.  Such  an  obstacle  is  likely  to 
result  whenever  constant  costs  are  converted  into  variable  charges  in 
the  process  of  shifting;  hence  they  should  be  made  into  constant 
charges  so  far  as  practicable.  So  far  as  this  is  not  practicable,  the 
community  should  assume  whatever  burdens  are  necessary  to  promote 
full  utilization,  but  without  any  wholesale  subsidizing  of  private  in- 
dustry. Each  industry  is  properly  responsible  for  all  its  costs, 
including  its  overhead. 

The  kind  of  shifting  that  converts  constant  costs  into  variable 
appears  to  be,  to  a  large  extent,  inevitable  under  private  enterprise. 
In  order  to  abolish  it,  prices  for  all  goods  would  have  to  be  made  on 
some  such  principle  as  the  ^^readiness  to  serve"  system  of  rates  for 
electric  current,  where  the  customer  pays  a  lump  sum  to  cover  the 
constant  costs,  and  then  pays  a  separate  charge  for  current,  covering 
those  costs  that  vary  with  output.  This  plan  could  hardly  be  followed 
with  commodities  that  could  easily  be  resold. 

Labor,  however,  is  not  a  commodity,  and  might  be  able  to  work 
wonders  if  it  directed  its  bargaining  power  toward  selling  its  services 
for  a  substantial  minimum  retainer  plus  a  moderate  charge  propor- 
tioned to  work  actually  done,  or  some  sliding  scale  based  on  this  prin- 
ciple. Then  anything  which  any  employer  could  do  to  regularize 
employment  would  yield  him  immediate  benefits  in  lower  unit  costs 
of  labor.  The  chief  difficulty  would  be  that  those  who  need  this  system 
worst  would  not  be  strong  enough  to  secure  it ;  nevertheless  they  would 
still  benefit  from  any  general  stabilization  that  might  result.  In  this 
way  a  large  amount  of  good  might  be  done — ^vastly  more  than  by 
merely  trying  to  make  the  hourly  wage  high  enough  to  pay  for  idl 
lost  time.  This  accepts  the  evil  and  does  nothing  to  promote  a  cure. 
On  the  other  hand,  it  would  not  be  wise  to  force  employers  to  pay 
salaries  equivalent  to  the  whole  of  labor's  overhead  costs,  for  labor's 
incentive  to  work  must  also  be  preserved.  However,  something  in  this 
direction  would  be  a  pertinent  experiment. 

The  experiment  might  show  that  labor  needs  the  fear  of  losing  the 

job  in  order  to  do  a  fair  day's  work,  but  that  is  not  likely.     At  present, 

rrhiB  idea  is  developed  by  A.  Blauvelt,  '*The  Public  Insurable  Interest,"  Jour.  PoL 
Earn.,  XXIII,  599-611  (June,  1915). 
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labor  commonly  works  so  much  harder  when  a  lay-off  threatens  that 
sometimes  a  reduced  force  produces  an  increased  output.  This,  how- 
ever, is  a  poor  argument  for  the  fear  of  the  job  as  a  stimulus  tending 
to  increase  society's  total  output,  for  it  shows  on  the  face  of  it  that 
ihie  motive  does  not  work  at  the  only  time  it  has  a  real  chance  to 
stimulate  increased  output,  namely,  in  time  of  active  demand.  It  only 
works  when  output  is  already  limited  by  a  reduced  demand  and  cannot 
be  much  increased  by  the  worker's  personal  efforts.  Hand  in  hand 
with  this  goes  the  impulse  to  ''nurse  the  job"  whenever  it  can  be  done 
without  fear  of  discharge,  and  this  has  a  real  and  material  effect  in 
reducing  output  during  active  times. 

The  only  condition  under  which  the  fear  of  discharge  can  act  as  a 
real  and  effective  stimulus  to  increased  production  is  a  condition  in 
which  discharge  is  for  poor  performance  only,  not  because  of  over* 
production.  If  a  system  could  be  devised  whereby  the  faithful  worker 
would  be  sure  of  a  minimum  retainer  at  all  times,  plus  a  differential 
wage  for  work  done,  and  only  the  shirker  could  be  discharged,  and  if 
this  system  could  really  work  as  intended — ^a  large  "if* — ^the  net  result 
would  certainly  be  more  diligent  work,  not  more  shirking. 

So  far  as  concerns  encouraging  the  employer  to  do  his  utmost  to 
stabilize  employment,  an  equivalent  incentive  might  be  put  in  a  different 
form;  for  instance,  the  cost  of  unemployment  relief  might  be  assessed 
on  industries  in  proportion  to  some  index  of  their  responsibility  for 
irregular  employment.*  Broadly  speaking,  anything  the  community 
might  do  to  cure  the  disease  of  the  business  cycle  would  represent  a 
legitimate  application  of  the  theory  of  social  overhead  costs,  and 
might  gain  support  from  the  doctrine  that  almost  any  useful  goods 
are  worth  what  they  cost  to  produce  in  times  of  general  unemployment, 
in  the  Ught  of  correct  community  accounting. 

All  of  which  is  a  rather  involved  way  of  saying  that  idleness  is  waste 
and  that  anything  idle  labor  can  do  is  better  than  nothing.  Perhaps 
the  entire  argument  would  be  superfluous  but  for  the  fact  that  econom- 
ics and  business  are  both  committed  to  judging  whether  goods  are  eco- 
nomically worth  their  cost  according  to  the  financial  expense  involved 
under  existing  forms  of  contract.  Having  once  started  to  calcidate 
costs  and  values  after  this  fashion,  there  is  nothing  for  it  but  to  carry 
the  calculation  far  enough  to  show  that  in  the  end  it  does  not  disagree 
with  conunon  sense. 

*C/.  W.  C.  Mitchell,  'H^ntrolling  Business  Cycles,"  Amxbicak  Ecovokic  Rivibw 
Sot.,  Mar^  1922,  pp.  27-8. 


COMMERCIAL  RENT  AS   AN  EXPENSE  AND   ITS 
RELATION  TO  PROFITS 

Bt  Hokace  Seckist 

Northweitem  University 

I. — Introduction 

In  the  field  of  economic  science,  the  twentieth  century,  and  more 
particularly  the  years  since  the  beginning  of  the  Great  War,  have 
been  characterized  by  an  impetus  in  research.  There  has  been  a 
definite  attempt  to  make  economics  a  more  truly  inductive  science 
and  to  secure  a  factual  basis  for  generalizations  concerning  it.  This 
movement  is  so  well  understood  that  there  is  no  need  of  my  reviewing 
its  developments  or  of  indicating  the  stage  at  which  it  has  arrived. 
It  is  sufficient  to  point  to  the  creation  of  research  organizations  within 
the  government  and  outside,  the  purpose  of  which  is  largely  if  not 
solely  to  discover  and  to  state  the  underlying  principles  upon  which 
modern  business  and  industry  are  conducted,  and  to  create  in  the 
minds  of  business  men  and  others  the  need  for  a  more  perfect  ac- 
counting and  understanding  of  the  facts  upon  which  business  judg^ 
ments  should  be  made. 

The  Bureau  of  Business  Research  of  Northwestern  University  has 
been  making  its  small  contribution  toward  this  end,  and  I  am  asking 
your  indulgence  while  some  of  the  conclusions  respecting  one  phase 
of  business,  and  the  methods  of  arriving  at  them  in  a  single  field  of 
trade  are  described.  For  this  purpose,  use  is  made  of  data  taken 
from  the  records  of  retail  clothiers.  Moreover,  what  is  presented  is 
in  continuation  of  the  Bureau's  previous  studies  which  have  been 
primarily  undertaken,  first,  to  establish  norms  or  standards  of  ex- 
pense and  cost  distribution  obtaining  in  retail  clothing  stores;  and, 
second,  to  discover,  if  possible,  the  underlying  tendencies  of  change 
characterizing  margins,  expenses,  and  profits  for  such  stores  in  differ- 
ent periods  and  under  different  conditions  of  operation. 

There  are  three  points  of  view  from  which  the  determination  of  such 
standards  and  tendencies  may  be  approached;  first,  that  which  re- 
lates to  time;  second,  that  which  has  to  do  with  place  or  location; 
and,  third,  that  which  involves  varying  conditions  of  operation  at  a 
single  time  or  place.  The  conclusions  reached  in  the  Bureau's  pre- 
vious studies  have  pointed  unmistakably  to  the  fact  that,  out  of  a 
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mass  of  information  comparable  in  character,  certain  underlying 
principles  may  be  discovered  which  are  of  value  not  only  to  merchants 
themselves  in  day-to-day  operations,  but  also  to  economic  science. 
This  fact  prompted  the  Bureau  to  continue  its  analysis,  and  it  is  the 
results  of  this  study  which  are  here  presented. 

This  paper  has  to  do  with  conmiercial  rent  as  an  expense  and  its 
relation  to  profits  in  retail  clothing  stores.  The  plan  of  presentation 
falls  naturally  into  two  parts :  first,  that  which  bears  upon  the  amounts 
of  rent  and  their  tendencies  to  change  in  point  of  time,  location, 
and  condition ;  and,  second,  that  which  considers  the  relationship  which 
exists  between  the  amounts  of  commercial  rent  paid  and  the  profits 
which  are  realized.  The  two  viewpoints  are  complementary,  and  the 
methods  of  stating  them  require  not  only  the  use  of  a  large  amount 
of  detailed  data,  but  also  the  rather  hazardous  undertaking  of  draw- 
ing conclusions.^ 

One  body  of  data,  called  Group  I,  covering  the  years  1914,  1918, 
and  1919,  was  secured  from  retailers  by  the  Bureau  of  Business  Re- 
search in  cooperation  with  the  National  Association  of  Retail  Cloth- 
iers. These  data  are  identical  in  most  respects  with  those  used  in 
the  Bureau's  other  studies.  The  second,  called  Group  II,  covering 
the  years  1916  to  1920,  inclusive,  was  secured  by  the  National  Asso- 
ciation of  Retail  Clothiers  for  the  Joint  Commission  of  Agricultural 
Inquiry  in  Washington.  Acknowledgments  are  herewith  made  for  the 
privilege  of  using  the  data  in  this  study. 

It  is  hardly  necessary  to  state  that  every  care  has  been  taken  to 
make  the  data  comparable  and  complete.  So  far  as  Group  I  is 
concerned,  data  on  every  important  item  covering  operation  were 
furnished  to  the  Bureau.  The  store  records  from  Group  II  relate 
solely  to  three  items  of  operation — ^net  sales,  total  operating  expenses, 
and  rent.  Not  all  of  the  records  which  were  used  by  the  Joint  Com- 
mission of  Agricultural  Inquiry  are  here  employed,  many  of  them 
being  imperfect  and  incomplete  for  the  use  of  this  study.  In  both 
cases,  however,  the  writer  feels  that  whatever  imperfections  the  data 
have,  they  do  not  seriously  disturb  the  comparisons  nor  invalidate 
the  conclusions  which  are  made. 

*Thc  writer  is  fully  aware  of  the  danger  of  '^proving"  things  by  statistics,  and  of 
the  disrepute  into  which  economic  and  statistical  science  has  frequently  been  brought 
by  the  desire  for  definite  and  final  conclusions  for  every  problem.  It  is  hoped  that 
be  will  not  be  accused  of  placing  too  great  faith  in  the  infallibility  of  his  data  or 
the  finality  of  his  conclusions. 
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II.     Tendencies  of  Change  in  Commercial  Rent  in  Relation  to  Sales 

and  Total  Expense 

In  order  to  secure  a  measurement  of  the  amount  of  rent  and  of 
its  relation  to  sales  and  total  operating  expenses,  not  one  but  a  num- 
ber of  criteria  have  been  selected.  It  is  necessary  when  summarizing 
mass  information  to  choose  some  form  of  an  average  to  represent 
the  conditions  obtaining  at  different  periods  of  time,  at  different 
places,  or  for  different  operating  conditions.  The  most  satisfactory 
single  measure  for  this  purpose  is  the  arithmetic  mean.  This  average, 
however,  because  of  its  peculiar  properties,  needs  to  be  supported 
by  other  appropriate  measures,  and  for  this  purpose  the  median  and 
the  quartiles  are  used.  Moreover,  as  tests  of  the  significance  of  these 
averages,  three  additional  measurements  are  employed — ^the  semi- 
quartUe  range  and  the  coefficients  of  dispersion  and  skewness  based 
on  the  quartiles.  These  latter  measurements  describe  the  nature 
of  the  distributions  to  which  the  averages,  medians,  and  quartiles 
apply,  thus  compensating  in  part,  at  least,  for  the  omission  of  the 
several  frequency  distributions. 

In  the  tables  relating  to  Part  I,  both  groups  of  stores  are  presented 
for  each  of  the  topics  considered.  This  is  done,  first,  to  indicate  the 
extent  to  which  the  tendencies  agree  for  both  groups;  and,  second, 
to  broaden  the  field  of  comparison.  It  is  impossible  to  point  out  for 
each  table  all  the  peculiarities  and  differences  which  the  details  show. 
The  best  that  can  be  done  in  the  space  available  is  to  indicate  the 
general  conclusions  which  may  be  drawn  from  the  data. 

Table  I  shows  from  year  to  year  for  226  identical  stores  for  1914, 
1918,  and  1919,  and  for  181  identical  stores  for  1916  to  1920,  in- 
clusive, the  amounts  and  per  cents  of  increase  in  sales,  in  rent,  and  in 
total  expense.  For  Group  I,  for  the  entire  period,  sales  increased 
127.5  per  cent,  rent  38.7  per  cent,  and  total  expense  105.8  per  cent. 
The  corresponding  increases  between  1916  and  1920  for  each  of  the 
items  of  operation  for  the  181  stores  were  111.8,  41.9,  and  114.1 
per  cent.  For  both  groups  of  stores  from  year  to  year  as  well  as 
over  the  entire  period,  sales,  rent,  and  total  expense  increased,  although 
the  rate  of  increase  is  much  slower  for  rent  than  for  either  total  ex- 
pense or  sales.  The  graphic  part  of  Table  I  shows  at  a  glance  the 
nature  of  these  increases. 
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Table  I 
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In  Table  I,  all  of  the  stores  in  each  of  the  years  are  considered 
as  a  total,  irrespective  of  their  location  and  size.  In  Table  II,  the 
181  identical  stores  which  reported  for  each  of  the  years  from  1916 
to  1920,  inclusive,  are  classified  by  the  size  of  the  city  in  which  they 
are  located.  The  upper  part  of  the  table  shows  the  per  cent  increases 
in  total  net  sales  in  each  year  compared  with  1916,  and  also  from 
year  to  year.  When  the  entire  period  is  considered,  it  will  be  no- 
ticed, first,  that  sales  increased  faster  in  the  stores  in  large  cities 
than  in  those  in  small  cities;  second,  that  the  increase  in  sales  for 
all  of  the  stores  and  for  each  group  as  located  was  noticeably  larger 
between  1918  and  1919  than  between  any  other  years;  and,  third, 
that  the  increase  in  sales  between  1919  and  1920  was  relatively 
smaOer  than  between  any  of  the  other  years  under  consideration. 

The  middle  part  of  Table  II  shows  for  the  181  stores  classified  by 
location,  the  per  cent  increases  in  rent,  first,  in  each  year  based  upon 
1916;  and,  second,  from  year  to  year  from  1916  to  1920.  As  in  the 
first  part  of  the  table,  when  the  entire  spread  of  time  is  considered, 
rents  are  shown  to  have  increased  more  rapidly  in  stores  in  the  large 
cities  than  in  stores  in  the  small  cities.  From  year  to  year,  however, 
no  such  general  tendency  exists,  some  store-groups  having  had  their 
rent  increased  early  and  some  late.  From  year  to  year  over  the  en- 
tire period,  when  all  stores  are  grouped  together,  rent,  while  increasing, 
increased  at  a  diminishing  rate. 
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The  above  conditions  for  rent,  however,  do  not  obtain  for  total 
expense,  as  is  indicated  in  the  lower  section  of  Table  II.  This  part 
of  the  table  shows,  first,  that  the  rate  at  which  total  expense  increases 
becomes  larger  as  the  size  of  the  city  in  which  the  stores  are  located 
increases;  second,  that  the  largest  increase  in  total  expense  for  all 
the  stores  together,  and  for  each  of  the  groups  as  located,  reached 
its  maximum  in  1919  as  compared  with  1918;  third,  that  total  operat- 
ing expense  increased  relatively  more  between  1919  and  1920  than 
did  rent  or  total  net  sales. 

Table  II,  in  brief,  supports  the  conclusions  reached  in  Table  I, 
that  from  year  to  year,  total  net  sales,  rent,  and  total  expense  in- 
creased in  retail  clothing  stores. 
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The  actual  amounts  of  sales  and  rent  shown  in  Table  I  for  the 
two  groups  of  stores  are  placed  in  relation  to  each  other  in  Table  III. 
That  is,  this  table  shows  the  amounts  of  rent  per  $100  of  total 
net  sales  which  characterized  in  each  of  the  years  identical  stores 
in  the  two  groups.  In  order  to  measure  rent,  so  expressed,  averages 
(arithmetic  means)  medians,  and  quartiles  are  used.  These  are 
supported  by  certain  other  measures  descriptive  of  the  averages. 
The  graphic  part  of  the  table  shows  unmistakably  the  fact  that  the 
average  amounts  of  rent  per  $100  of  total  net  sales  decreased  in  each 
of  the  groups  from  year  to  year.  A  decrease  is  also  indicated  by 
the  medians  and  quartiles  for  Group  I  and,  with  the  exception  of 
1920,  for  Group  II.  When  for  two  groups  of  stores  three  measure- 
ments essentially  agree'  as  to  the  direction  of  change,  it  is  safe  to 

*A  test  of  the  uniformity  of  the  direction  of  change  among  these  averages  from 
year  to  year  is  found  in  tlie  coefficient  of  concurrent  deviation.  The  coeffidents  are 
as  follows: 

CuagyiciaJiTB  op  CoircuaacKT  Detiatioits  of  Measures  op  Rbstt  pee  $100  op  Toi;az. 
Net  Saxes  foe  Stores  bt  Years 


Store 
Group 

Coefficients  of  Concurrent  Deviations 

Years 

Arithmetic   Means 
and  Medians 

Medians  and  First 
Quartiles 

First  and  Third 
Quartiles 

1916  to  1920 

II 

+  .92 

+  .89 

+  .98 
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conclude  for  this  field  of  retailing  and  for  the  period  covered  that  a 
general  tendency  has  been  discovered — a  tendency  for  commercial  rent 
in  relation  to  sales  to  decrease  from  year  to  year.  In  other  words, 
while  both  rent  and  sales  were  increasing,  sales  on  the  whole  increased 
faster,  thereby  producing  decreased  rentals  in  terms  of  sales.' 

Greneralizations  from  Table  III  are  based  upon  three  forms  of 
averages.  In  order  to  complete  and  to  substantiate  this  presentation, 
Table  IV  is  given,  which  shows  for  each  of  the  years  1917  to  1920, 
inclusive,  the  amounts  of  rent  per  $100  of  sales  obtaining  in  these 
years  for  the  stores  when  classified  according  to  the  rent  which  they 
paid  in  relation  to  sales  in  1916.  That  is.  Table  IV  answers  this 
question:  Has  the  general  tendency  for  rents  to  decrease  in  relation 
to  sales,  as  measured  by  the  averages  (arithmetic  means)  shown  in 
Table  III,  obtained  when  the  same  group  of  stores  is  classified  in  more 
detail,  distinction  being  made  according  to  the  relative  amount  of 
rent  paid  and  the  location  of  the  stores?  As  indicative  of  the  change, 
when  measured  in  this  detailed  form,  the  conditions  for  a  single  group 
of  stores  may  be  selected.  For  the  103  stores,  paying  in  1916  be- 
tween $2  and  $4  in  rent  per  $100  of  total  net  sales,  82.5  per  cent  paid 
the  same  amount  in  1917;  70.9  per  cent  in  1918;  40.8  per  cent  in 
1919;  and  41.7  per  cent  in  1920.  That  is,  the  proportion  of  stores 
paying  this  amount  became  less  from  year  to  year  in  comparison  with 
1916 — the  center  of  gravity  shifting  to  the  next  lower  group.  Simi- 
lar shifting  is  observed  in  the  other  groups.*     Grenerally  speaking, 

The  tendencies  shown  in  Table  III  are  based  upon  an  average  for  8  and  5  yean, 
respectively,  for  stores  without  regard  to  slse  or  location.  Sinlllar  tendencies  idso 
obtain — although  not  without  some  exceptions — for  stores  when  classified  both  by 
sise  and  location. 

Through  the  courtesy  of  the  Bureau  of  Business  Research,  Harvard  University,  I 
have  been  supplied  with  the  following  data  on  the  relationship  of  rent  to  net  fakt 
in  identical  stores. 


Type  of  Busineaa 

Yesm 

Retail  Jewelry 

Retail  Shoe 

Department  Storra 

No.  of  Stores 

Per  Cent 

No.  of  Stores 

Per  Cent 

No.  of  Store* 

Per  Cent 

1918 
|M^^            1919 
^^^^^     1930 
^^^^^    1921 

35 
35 

35 

3.7 
4  0 

5,8 

73 
73 
73 
73 

2,7 
2.3 
2A 
2,0 

149 
149 

2J 
2  A 

slight  inctease  occurs  between  1919  and  1920  for  the  total  and  for  Aooae  of 
groups  aa  classified. 
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Table  III 
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191T 
1916 


lai 
lai 

101 


RMt  p«r  llOO  Qf  Total  Mt  SalM 


irlUMtl*  HMB 


•8.W 


8.19 

8.80 
S.80 


S.06 


8.85 
8.S9 

s.4e 


104.9 
134.1 


lOO.O 


83.3 
64.6 
113.7 
180.3 
184.8 


•8.56 


1.96 
8.30 

3.16 


8.S8 


8.06 
8.03 

a.n 

8.86 
3.00 


H.TO 


1.38 

1«76 
8.88 


1.76 


1.49 
1.41 

1.91 
8.09 
8.30 


•3.78 


3.69 

4.47 


3.62 


8.90 

8.78 
3.78 
4.07 
4.17 


ll.Ol 


0.75 
0.97 
1.13 


0.93 


0.75 
0.69 
0.91 


(BM«d  OB  QHOPtllM) 


.38 

.38 


•K15 


•k84 
•K14 

•4>16 


•KlS 


•K8S 

4^09 
-Kl8 
-K80 


The  actual  amounts  of  sales  and  rent  shown  in  Table  I  for  the 
two  groups  of  stores  are  placed  in  relation  to  each  other  in  Table  III. 
That  is,  this  table  shows  the  amounts  of  rent  per  $100  of  total 
net  sales  which  characterized  in  each  of  the  years  identical  stores 
in  the  two  groups.  In  order  to  measure  rent,  so  expressed,  averages 
(arithmetic  means)  medians,  and  quartiles  are  used.  These  are 
supported  by  certain  other  measures  descriptive  of  the  averages. 
The  graphic  part  of  the  table  shows  unmistakably  the  fact  that  the 
average  amounts  of  rent  per  $100  of  total  net  sales  decreased  in  each 
of  the  groups  from  year  to  year.  A  decrease  is  also  indicated  by 
the  medians  and  quartiles  for  Group  I  and,  with  the  exception  of 
1920,  for  Group  II.  When  for  two  groups  of  stores  three  measure- 
ments essentially  agree'  as  to  the  direction  of  change,  it  is  safe  to 

'A  test  of  the  uniformity  of  the  direction  of  change  among  these  averages  from 
year  to  year  is  found  in  the  coefficient  of  concurrent  deviation.  The  coefficients  are 
as  followB: 

CoipncnurTS  op  Coitcubbekt  Deviatioks  op  Measuses  op  Rbst  pie  $100  op  Tobal 
Net  Sales  poe  Stoees  bt  Yeaes 


Store 
Group 

Coefficients  of  Concurrent  Deviations 

Years 

Arithmetic  Means 
and  Medians 

Medians  and  First 
Quartiles 

First  and  Third 
Quartiles 

1916  to  1920 

II 

+  .92 

+  .89 

+  .98 
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Tablb  IV 
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dition  held  for  every  group  as  located.  Between  1919  and  1920, 
however,  for  three  of  the  groups,  rent  in  relation  to  sales  increased. 
An  inspection  of  the  table  shows  that  the  maximum  per  cent  decrease 
from  1916,  for  most  of  the  store-groups,  occurred  in  1919,  and  that 
the  decrease  between  1919  and  1920  for  the  group  as  a  whole  was 
comparatively  small.     There  seems  to  be  no  general  tendency  for  the 
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rates  of  decrease  to  vary  directly  with  the  size  of  the  city  in  which 
the  stores  are  located.  This  is  to  be  explained,  no  doubt,  by  the  fact 
that  increases  in  rent  occurred  at  different  times  for  the  different 
stores,  depending  upon  the  nature  of  the  rental  contract.  Had  a 
longer  series  of  years  been  available  for  study,  some  regularity  in 
respect  to  this  fact  might  have  been  developed.  Table  VI  is  intro- 
duced to  supplement  Table  V,  in  which  the  changes  in  amounts  of 
rent  from  city-group  to  city-group  are  based  upon  a  five-year  period. 

Table  VI 
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Boreau  ot  Bualnooo  R«s«*reh. 
Hortlaootom  Otalvorilty. 


Earlier  studies  of  the  Bureau  made  it  clear  that  commercial  rent 
in  relation  to  sales  is  a  function  not  only  of  time  and  store  location, 
but  also  of  store  size.  Accordingly,  in  Table  VII,  the  stores  under 
consideration  have  been  classified  according  to  both  size  and  location, 
the  amounts  of  rent  for  the  two  groups  of  stores  being  based  upon 
averages  for  three  and  five  years,  respectively.  When  stores  are 
classified  in  this  manner,  the  amounts  of  rent  per  $100  of  total  net 
sales  are  shown  to  decrease  with  the  increasing  size  of  stores.  For 
Group  I  all  measures  reveal  this  tendency.  For  Group  II  there 
is  a  single  exception  to  this  general  rule,  as  exhibited  by  the  arith- 
metic means,  for  the  stores  in  cities  with  population  of  40,000  and 
over.  A  similar  exception  in  the  direction  of  change  occurs  when 
the  medians  are  used.  The  quartiles,  however,  agree  in  indicating 
that  as  stores  increase  in  size,  when  they  are  classified  by  location, 
rent  per  $100  of  net  sales  decreases.  It  is  difilcult  in  the  light  of  this 
cumulative  evidence  to  conclude  otherwise  than  that  conmiercial 
rentals,  while  undoubtedly  increasing  as  stores  increase  in  size,  actually 
decrease  when  expressed  in  the  amounts  of  sales  secured. 
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The  presentation  in  Table  VII  for  the  stores  in  the  two  city-groups 
shows  the  condition  in  the  combined  years.  If  individual  years  are 
considered  separately,  the  same  general  tendencies  obtain.  As  a  work- 
ing principle  for  store  operation,  a  knowledge  of  this  tendency  is  im- 
portant. Moreover,  it  carries  a  certain  economic  significance.  High 
rentals  are  associated  with  large  stores,  but  low  rentals  in  terms  of 
sales  are  correlated  with  such  stores.  As  a  by-product  of  this  taUe, 
it  is  of  interest  to  observe,  for  both  groups  of  stores,  that  amounts 
of  rent  in  relation  to  siiles  are  larger,  when  measured  by  the  different 
averages,  in  stores  in  large  cities  than  for  those  of  the  same  sixe  in 
small  cities.  There  is  no  unmistakable  correlation,  however,  between 
the  amounts  of  rent  in  relation  to  sales  for  stores  when  classified 
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solely  by  size.  It  is  only  when  the  double  classification  of  location 
and  size  is  made  that  the  regularity  in  movement  from  group  to 
group  emerges. 

In  the  preceding  analysis,  rent  for  stores  in  respect  to  time,  place, 
and  condition  has  been  measured  in  absolute  amounts  and  in  relation 
to  sales.  It  may  also  be  measured  as  a  proportionate  part  of  total 
expense.  Such  a  presentation  is  made  in  Tables  VIII  to  XII,  inclusive, 
use  being  made  of  the  four  different  measures,  with  supporting  details, 
as  in  the  preceding  discussion. 

Table  VIII 

HBABQRSS  AD  COOnOIOITa  OF  BCTEaSZnRSS  TCR  RBIT  m  l&OO  OP  tOCAL  IXPBinX 

NR  RSXAiL  cunazm  bzoibs  OLumxwna>  ar  vam 


XMra 

of 
Btor*- 
yMn 

Rant  pw  IIOO  or  total  Bvmbm 

OotfflalMita 
(BM«d  «a  «urtllM) 

OftU 

Arlttawtlo  Itoaa 

itodlu 

Qiurtil*! 

8«id- 

< 

r«F  C«nt 

nrut 

fhirfl 

MagmflOKi 

Onctiie 
35       SO       78      100     29 

A«tn«l 

BlBwnMl 

A««r«e« 

OTB 

•11.40 

100.0 

II1.7S 

•8.70 

•16.15 

•8.78 

.30 

♦  .M 

dto^l 

in9 

192B 
191A 

e2« 

AM 
CM 

9.81 
11.68 
14. 6S 

88.0 
101.9 
1JI6.7 

10.05 
U.OB 
15.76 

6.96 

9.06 

10.16 

18.83 
16.88 

18.56 

3.44 

5.66 
4.80 

.33 
.80 
.89 

+  .11 
+  .80 
+  .14 

A««rafl. 

906 

IS. 65 

100.0 

U.75 

8.30 

IS. 71 

5.71 

.31 

+  .07 

arcvp  u 

IMO 
1919 
191a 
1917 
1916 

IBl 
lAl 

lei 
lai 
lei 

10.40 
U.30 
1S.9S 
14.71 
15.69 

88.8 

89.3 

110.1 
116.3 
194.0 

9.88 
10.18 
12.06 
1Q.94 
14.00 

6.66 
6.90 
8.78 
9.38 

10.44 

15.49 
14.58 

15.87 
17.08 
18.85 

5.48 

5.77 
5.56 
5.88 

3.91 

.34 
.35 

.39 
.39 
.87 

+  .07 
+  .15 

""""""""""  ; 

+.07 

+.07 

+  .09 

Mcmm—Um  Oalmrtltj. 

In  Table  VIII,  rent  is  shown  to  be  a  smaller  proportion  of  total 
expense  in  the  late  than  in  the  early  years.  The  different  averages 
for  each  group  of  stores  are  a  unit  in  exhibiting  this  tendency.  More- 
over, the  same  condition  tends  to  obtain  when  the  stores  are  classi- 
fied by  location.*     It  should  be  remembered  that  in  both  groups, 

*A  test  of  the  uniformity  of  change  as  shown  by  the  different  averi^es  from  year 
to  year  is  found  in  the  coefficient  of  concurrent  deviations.  The  coefficients  are  as 
follows: 

CoBFFiczBirrB  OF  CoKcuaaxKT  Detiatioks  or  Mbasueis  of  Rsxt  fie  $100  of  Total 
ExFsirsB  for  Stobbs  bt  Ybabs 


Store 
Group 

Coefficients  of  Concurrent  Deviations 

Years 

Arithmetic   Means 
and  Medians 

Medians   and   First 
Quartiles 

First    and  Third. 
Quartiles 

1916-1920 

II 

+  .89 

+  .96 

+  .96 
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the  records  of  identical  stores  are  studied.  As  shown  in  Table  I, 
both  the  sales  and  total  expense  of  these  stores  increased  daring  the 
period  under  consideration.  The  rates  of  increase,  however,  were 
different,  so  that  when  the  amounts  of  rent  are  expressed  as  propor- 
tionate parts  of  total  expense,  the  condition  shown  in  Table  Vlll 
results. 

In  Table  VIII,  rents,  as  proportionate  parts  of  total  expense,  are 
shown  as  average  amounts.  Table  IX,  on  the  other  hand,  shows  the 
number  of  stores  in  each  of  the  years,  1917  to  1920,  inclusive,  paying 
classified  amounts  of  rent  based  upon  the  conditions  obtaining  la 
1916.  The  details  of  this  table  indicate  that  the  number  of  stores, 
paying  in  a  given  year  the  same  rental  as  in  1916,  decreased  through 
the  successive  years  1917  to  1920 — the  center  of  gravity  shifting  to 
smaller  amounts.*  A  single  illustration  of  this  tendency  will  suffice 
to  indicate  the  change.  In  1917,  81.2  per  cent  of  the  stores,  which 
in  1916  paid  $8  to  $16  per  $100  of  total  expense,  paid  this  same 
amount  of  rent;  in  1918  the  per  cent  was  78.8;  in  1919,  54.5;  and  in 
1920,  51.5.  When  the  stores  are  further  classified  by  location,  the 
same  general  tendency  holds.*  The  frequency  distributions  in  this 
table  support  the  general  conclusions  drawn  from  Table  VIII. 

Tables  VIII  and  IX  show  the  movement  of  rentals  in  terms  of  total 
expense  in  point  of  time.     Table  X  shows  the  same  thing  in  point 
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*A  slight  increase  occurs  between  1919  and  1920  for  some  of  the  stores. 
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Table  X 
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of  location,  the  respective  amounts  being  based  upon  the  entire  period 
under  observation.  The  averages  show  that  rent  as  a  part  of  total 
expense  increases  as  the  size  of  the  cities  in  which  these  stores  are 
located  increases.  There  are  a  few  exceptions  to  this  rule.  On  the 
whole,  however,  the  direction  of  change  is  surprisingly  certain  when 
it  is  remembered  that  both  rent  and  total  expense  are  determined 
not  only  by  store  location  but  also  by  size.  Both  rent  and  total 
expense  increase  with  the  size  of  city,  the  relative  rate  for  rent,  how- 
ever, being  greater  than  for  total  expense,  thus  producing  an  increase 
in  the  amounts  of  rent  paid  when  measured  in  this  way.' 

'How  nearly  the  different  measures  of  rent  In  relation  to  total  expense  agree  as  to 
the  direction  of  change  with  slse  of  city,  is  shown  hj  the  following  coefflclents  of 
concarrent  deviations. 

CoDFicisjm  or  Cokcubbsitt  Deviatioks  or  Mbasukbs  of  Rbitt  re  $100  or  Torjkz. 
ExpiKtB  roa  Stoess  bt  Sue  or  Ctrr 


Store 
Groups 

Coefficients  of  Concurrent  Deviations 

Years 

Arithmetic  Means 
and  Medians 

Medians   and    First 
Quartilcs 

First    and    Third 
Quartiles 

1918-19 

I 

+  .52 

+  .90 

+  .81 

1916-20 

II 

+  .94 

+  .95 

+  .72 

74 


AmericiM  Economic  Association 


In  Table  XI,  the  181  stores  which  reported  for  the  five  consecative 
years  are  classified  by  the  size  of  city  in  which  they  are  located,  for 
the  purpose  of  showing  the  per  cent  increases  or  decreases  of  rent 
in  rdation  to  total  expense.  Over  the  entire  period  and  from  year  to 
year,  when  all  stores  are  combined,  rents  in  relation  to  total  expense 
decreased.  Moreover,  the  same  condition  holds  when  the  stores  are 
classified  according  to  location,  although  for  one  group,  rent  as  a 
proportionate  part  of  total  expense  was  higher  in  1918  than  in  1917, 
and  in  two  groups  higher  in  1920  than  in  1919.  When  the  condition 
for  all  of  the  stores  in  1920  is  compared  with  1916,  the  rate  of 
decrease  is  larger  for  the  stores  in  the  large  than  for  those  in  the 
small  cities.     From  year  to  year,  however,  no  such  regularity  occurs. 

Table  XI 
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In  Table  XII,  rent  is  expressed  as  a  proportionate  part  of  total 
expense  when  the  two  groups  of  stores  are  classified  according  to 
both  location  and  size.  For  the  stores  thus  analyzed,  rent  decreases 
as  the  size  of  stores  increases.  To  this  general  rule  there  is  but  a 
single  exception  when  the  arithmetic  means  are  used,  three  exceptions 
when  the  medians  and  first  quartiles  are  employed,  and  one  when  the 
third  quartiles  are  used.  All  of  the  different  measures  are  a  unit  in 
showing  this  tendency  for  the  stores  in  Group  I — ^the  exceptions 
occur  only  in  Group  II.  This  tendency  is  based  upon  the  averages 
of  the  stores  for  the  combined  years  under  consideration.  If  the 
individual  years  are  treated  separately,  the  same  general  tendency 
obtains.  The  conclusion  holds,  therefore,  that  rent  in  rdation  to 
total  operating  expense  decreases  as  stores  increase  in  size. 
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Table  XII  also  shows  that  rent,  as  a  proportionate  part  of  total 
expense,  is  higher  for  stores  of  a  given  size  located  in  large  cities 
than  for  those  of  the  same  size  located  in  small  cities — small  and  large 
cities  meaning,  respectively,  those  with  population  under  40,000  and 
those  with  population  of  40,000  and  over.  To  this  general  rule 
there  are  no  exceptions  for  the  stores  as  classified.  Moreover,  when 
no  consideration  is  given  to  location,  the  stores  being  classified  ac- 
cording to  size  alone,  rent  becomes  a  proportionately  smaller  part  of 

Tabus  XII 
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total  expense  as  the  stores  increase  in  size.  This  condition  differs 
from  that  shown  in  Table  YII,  where  rent  is  measured  in  relation  to 
net  sales.  It  seems  to  show  that  the  rates  at  which  the  other  ex- 
penses increase  with  size  of  store  are  greater,  on  the  whole,  than  the 
rate  for  rent.  To  which  element  or  elements  of  expense  this  con- 
dition is  due,  the  table  does  not  show,  although  other  reports  of  the 
Bureau  answer  the  question. 

In  sunmiarizing  the  part  of  this  paper  which  deals  with  the  tenden- 
cies of  change  of  commercial  rent  in  relation  to  sales  and  total  ex- 
pense, it  may  be  concluded  as  follows:  First,  from  1914  to  1919 
and  from  1916  to  1920,  respectively,  for  two  groups  of  stores,  rent 
in  relation  to  sales  and  as  a  proportionate  part  of  total  expense,  de- 
creased. Second,  in  the  combined  years,  1914,  1918,  and  1919, 
and  1916  to  1920,  inclusive,  and  for  each  of  the  years  considered, 
for  both  groups  of  stores,  rent  in  relation  to  sales  and  as  a  pro- 
portionate part  of  total  expense  increases  as  the  size  of  the  city  in 
which  the  stores  are  located  increases.  Third,  for  the  combined  years, 
1914,  1918,  and  1919  and  for  1916  to  1920,  inclusive,  and  for  each 
of  the  years  considered,  rent  in  relation  to  total  net  sales  and  as  a 
proportionate  part  of  total  expense  decreases  as  stores  increase  in 
size  when  the  stores  are  classified  by  location.  When  they  are 
classified  by  size  alone,  rent  in  relation  to  sales  neither  increases  nor 
decreases  regularly  as  stores  increase  in  size.  When  the  amounts  are 
measured  as  parts  of  total  expense,  however,  they  regularly  decrease. 
Fourth,  commercial  rents  in  relation  to  sales  and  to  total  expense 
are  relatively  higher  in  stores  of  a  given  size  located  in  large  cities 
than  for  those  of  the  same  size  located  in  small  cities. 

The  above  observations  and  conclusions  relate  solely  to  one  field 
of  retailing.  Whether  the  same  conditions  obtain  in  other  fields  is 
not  known  because  studies  of  this  type  have  not  been  made.  There  is 
always  a  tendency  to  generalize  for  an  entire  industry  on  the  basis 
of  data  drawn  from  a  single  field.  This  regrettable  practice  is  not 
indulged  in  in  this  case,  although  it  is  believed  that  the  uniformities 
which  have  been  discovered  in  the  clothing  trade  will  tend  to  hold  for 
the  entire  field  of  retailing.  Without  stressing  this  point,  however, 
there  is  no  hesitancy  in  concluding  that,  had  more  stores  been  con- 
sidered and  the  distribution  broadened,  or  another  group  chosen  at 
random,  the  same  general  tendencies  here  depicted  would  have  been 
repeated  for  this  field. 
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m.     Commercial  Rent  in  Its  Relation  to  Profits 

A  conclusive  inductive  study  of  rent  in  its  relation  to  prices  and 
profits,  when  these  terms  are  taken  in  a  strictly  economic  sense,  will 
probably  never  be  made.  It  is  doubtful  whether  economic  rent  can 
ever  be  separated  from  commercial  rent  in  sufficient  instances  and  un- 
der conditions  suitable  for  study,  or  whether  pure  profits  can  be 
isolated  so  that  the  causal  relationship  between  rent  and  price  can 
be  demonstrated  once  and  for  all.  I  am  making  no  pretentions  of 
doing  this  in  a  study  of  the  relationship  of  rent  and  profits  in  the 
retail  clothing  field.  The  rent  data  represent  the  actual  amounts 
paid  for  this  purpose  under  contractual  arrangements  when  stores 
are  rented,  and  an  estimated  rental  when  stores  are  owned.  For  both 
cases  every  care  is  taken  to  reduce  to  a  common  basis  the  items  which 
are  included  in  rent  and  to  make  the  conditions  comparable. 

An  analysis  of  the  relation  of  commercial  rents  to  profits  requires 
that  the  results  of  store  operations  be  set  out  in  a  profit-and-loss  form. 
This  was  done  for  the  individual  stores  preliminary  to  combining 
them  into  groups,  and  the  same  form  is  followed  in  presenting  com- 
plete results  for  the  store  experience  studied.  Actual  amounts  of 
gross  margin,  total  expense,  net  trading  profit,  and  net  profit  are 
not  shown,  index  or  relative  numbers  in  all  cases  being  used.  More* 
over,  the  data  refer  to  a  single  year,  1919.  That  is,  a  cross  section 
of  the  trade  for  this  year  is  presented.  There  is,  however,  little 
reason  for  believing  that  the  relationships  between  competing  units, 
in  this  or  in  any  other  field  of  trade  which  is  highly  competitive,  are 
markedly  difi'erent  at  one  time  from  those  at  another.  This  state- 
ment, in  the  minds  of  some,  may  require  proof.  The  only — ^but,  it 
appears,  adequate — evidence  which  is  available  to  support  it  is  con- 
tained in  our  own  analyses.  One  has  only  to  turn  through  the 
pages  of  the  Bureau's  published  studies  to  observe  the  striking  simi- 
larities which  obtain  for  the  different  conditions  of  operation  for  the 
years  1914,  1918,  and  1919 — a  pre-war,  a  war,  and  a  post-war  year. 

The  tendencies  for  commercial  rent  to  vary  under  different  con- 
ditions of  store  location  and  operation  require  that,  in  the  analysis 
of  the  problem  under  consideration,  data  for  stores  of  similar  size  and 
location  shall  be  used.  If  the  tendencies  observed  in  the  first  part  of 
this  paper  are  fundamental — and  they  seem  to  be — to  do  otherwise 
would  make  the  results  of  the  analysis  misleading  and  of  doubtful 
value.     Accordingly,   two  groups   of  stores   have  been   selected   for 
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study :  first,  87  stores  with  average  sales  of  $66,466  in  1919,  all  hav- 
ing sales  between  $40,000  to  $80,000  in  this  year;  and,  second,  a 
group  of  stores  with  average  sales  of  $116,646,  all  having  sales  be- 
tween $80,000  and  $180,000  in  1919.  The  stores  in  these  two  groups 
are  located  in  cities  with  population  under  40,000.  It  would  have 
been  more  satisfactory  to  have  chosen  stores  located  in  cities  in 
which  the  range  of  population  was  less.  Sufficient  data  for  this  pur- 
pose, however,  were  not  available.  It  is  felt,  however,  that  the  rather 
widely  varying  sizes  of  the  cities  do  not  seriously  disturb  the  identity 
of  store  location,  because  in  each  city  there  tends  to  be  a  business 
section  or  sections  the  value  of  which,  for  the  purposes  in  question, 
does  not  depend  so  much  upon  the  entire  population  as  it  does  upon 
that  in  the  immediate  neighborhood  and  upon  the  severity  of  the 
competition  for  the  sites  available.  That  is,  rentals  are  a  function  of 
city  size  primarily  to  the  extent  of  the  population  contiguous  to  a 
particular  district. 

It  would  obviously  be  impossible  in  a  study  of  the  relation  of  com- 
mercial rents  to  profits  to  compare  competing  units  in  terms  of  the 
actual  amounts  of  rents  paid.  These  differ  according  to  the  floor 
space  occupied,  the  nature  of  the  building,  the  amount  of  competition 
for  the  site,  the  length  of  the  contract,  etc.  Some  relative  measure 
must  be  used.  Accordingly,  it  was  decided  to  compare  the  operating 
conditions  of  stores  when  they  are  classified  according  to  the  amounts 
of  rent  per  100  square  feet  of  floor  space.  Building  space  is  pur- 
chased on  this  basis  when  leases  are  made  or  renewed,  both  parties 
to  the  contract  bargaining  in  these  terms. 

The  amounts  of  commercial  rent,  however,  enter  primarily  into  the 
accounts  of  merchants  in  their  relation  to  sales.  Out  of  sales  rentals 
must  be  paid.  Accordingly,  each  step  in  operation  for  both  groups 
of  stores  is  studied  when  the  stores  are  classified  by  the  amounts 
of  rent  paid  in  terms  of  floor  space  and  of  sales,  appropriate  units 
being  employed  to  measure  the  different  operating  conditions. 

Before  beginning  the  discussion  of  these  conditions,  however,  it  is 
necessary  briefly  to  discuss  the  relationships  between  the  amounts  of 
commercial  rent  paid  and  the  floor  space  used,  the  amounts  sold  per 
salesman,  and  the  rapidity  of  stock  turnover.  From  an  analysis  of 
this  type,  certain  more  or  less  definite  tendencies  are  discovered,  all 
of  which  have  a  direct  bearing  upon  the  subsequent  discussion. 

Table  XIII  shows  the  average  amount  of  sales  per  store,  the  floor 
space  per  store,  the  floor  space  per  $100  of  sales,  the  amounts  sold 
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per  salesman  per  year,  and  the  rates  of  stock  turnover  for  the  two 
groups  of  stores,  classified,  first,  according  to  the  amounts  of  rent 
paid  per  100  square  feet  of  floor  space;  and,  second,  according  to  the 
amounts  paid  per  $100  of  total  net  sales.  When  the  two  groups  of 
stores  are  classified  by  the  amounts  of  rent  paid  per  unit  of  floor 
space,  the  amounts  of  floor  space  used  per  store  and  per  $100  of 
total  net  sales  decrease  as  rent  increases.  There  is  but  one  exception 
to  this  general  rule.  The  amounts  sold  per  salesman  for  one  group 
of  stores  decrease  as  rent  paid  per  unit  of  floor  space  increases; 
for  the  other,  the  tendency  is  uncertain.  Moreover,  there  seems 
to  be  no  unmistakable  tendency  for  the  rates  of  stock  turnover  to 
increase  or  decrease  when  the  stores  are  classified  in  this  manner. 
When,  however,  these  same  stores  are  classified  according  to  the 
amounts  of  rent  paid  per  $100  of  total  sales,  somewhat  different 
conditions  obtain.  The  amounts  of  floor  space  per  store,  rather 
than  decrease,  increase.  There  is  a  single  exception  to  this  rule 
for  the  87  stores;  otherwise,  the  tendencies  are  uniform.  Moreover, 
the  amounts  of  floor  space  per  $100  of  total  net  sales  increase  with 
increasing  rent  paid  per  unit  of  sales.     To  this  rule  there  is  likewise 
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one  exception.  The  amounts  sold  per  salesman,  for  one  group  of 
stores,  follow  the  order  observed  when  the  stores  are  classified  accord- 
ing to  rent  in  relation  to  floor  space.  For  the  other  group,  the  direc- 
tion of  change  is  uncertain.  Probably  the  most  evident  tendency 
exhibited  in  Table  XIII  is  for  rates  of  stock  turnover  for  both  groups 
of  stores  to  decrease  as  the  amounts  of  rent  in  relation  to  sales  in- 
crease. That  is,  high  rates  of  stock  turnover  are  associated  with 
low  amounts  of  rent  paid  in  relation  to  sales." 

Table  XIII  makes  it  clear  that  merchants,  in  the  face  of  high 
rentals,  restrict  the  absolute  as  well  as  the  relative  amounts  of  space 
purchased.  It  is  doubtful,  however,  that  in  doing  so  they  make  any 
conscious  comparison  of  the  relation  of  rent  paid  to  their  actual  or 
probable  sales,"  although  it  is  patent  that  such  a  comparison  should 
be  made  since  rent  must  be  paid  out  of  sales.  If  sales  on  a  given 
amount  of  floor  space,  when  rents  are  high,  are  not  larger  than  when 
they  are  low,  such  space  is  of  doubtful  value.  This  is  more 
particularly  true  because  when  rents  are  high,  so  also  are  all  of  the 
other  principal  operating  expenses.*^  In  the  face  of  high  rentals, 
it  is  necessary  either  to  operate  on  wider  margins"  or  to  secure  a 
compensating  advantage  through  more  rapid  stock  turns.  Stock 
turns  rather  than  being  higher  under  the  handicap  of  high  rentals, 
are  actually  lower.  Moreover,  in  stores  which  pay  high  rentals 
either  in  terms  of  floor  space  or  of  sales,  there  seem  to  be  no  economies 
secured  through  larger  sales  per  salesman.  This  condition  operates 
as  a  disadvantage  to  the  stores  paying  high  rents  and  obviously  de- 
creases the  amounts  of  profits  secured." 

The  remaining  part  of  this  section  of  the  paper  has  to  do  with 
the  amounts  of  gross  margins,  operating  expenses,  net  trading  profits, 
and  net  profits,  measured  in  different  ways,  for  two  groups  of  stores 

The  Pearsonian  coefficient  of  correlation  between  amounts  of  rent  per  $100  of 
total  net  sales  and  rates  of  stock  turnover  for  the  160  stores  in  the  two  groups 
Is  -22,  P.  E.  .008. 

The  Pearsonian  coefficient  of  correlation  between  rents  in  units  of  floor  space 
and  in  terms  of  sales  is  +.66,  P.  E.  .088.    That  is,  it  is  positive  and  high. 

"Wages  and  salaries  and  expenses  for  advertising  when  measured  in  sales  increase 
with  Increasing  rents  expressed  in  sales.  The  Pearsonian  coefficient  of  correlation 
between  rents  and  wages  and  salaries,  both  measured  in  sales,  for  the  150  stores 
Is  +«28,  P.  E.  .051.  For  rent  and  advertising,  similarly  expressed,  it  Is  +.21 
P.  E.  .058. 

"Margins,  under  the  conditions  established  in  the  analysis,  are  discussed  below, 
p.  82. 

"A  discussion  of  the  relationship  between  the  amounts  sold  per  salesman  and  net 
profits  is  contained  in  Bulletin  No.  5,  Series  II,  of  the  Bureau^s  studies. 
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paying  different  amounts  of  rent  in  relation  to  floor  space  and  sales. 
The  records  of  stores  of  essentially  uniform  size  and  similar  location 
have  been  selected  for  this  purpose,  because  of  the  different  tendencies 
by  which  these  items  are  affected  for  stores  of  varying  size.  Briefly, 
Table  XIV  shows  that,  as  these  stores  increase  in  size,  gross  margin 
and  total  operating  expense  in  relation  to  sales  increase,  while  net 
trading  profit  and  net  profit  measured  in  terms  of  sales  decrease. 
With  these  tendencies  present  for  stores  of  varying  size,  it  is  im- 
possible to  measure  satisfactorily  the  association  between  the  different 
elements  of  operation  and  the  amount  paid  for  rent  without  choosing 
stores  in  which  size  and  location  are  not  disturbing  factors. 
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The  writer  is  fully  aware  of  the  fact  that  even  for  stores  of  essen- 
tially the  same  size  and  location  there  are  factors  other  than  the 
amounts  of  rent  paid  which  help  to  determine  operating  expenses  and 
profits.  That  is,  the  present  analysis  does  not  establish  the  fact  that 
high  or  low  rents  are  the  cause  of  low  or  high  profits,  or  vice  versa. 
The  most  that  it  does  is  to  measure  the  association  between  these  fac- 
tors for  a  given  store  experience  and  to  suggest  to  merchants  and 
others  the  fact  that  commercial  rents  have  an  intimate  relationship  to 
costs  and  profits  in  business. 

In  Tables  XV  to  XVIII,  inclusive,  the  amounts  of  gross  margins, 
total  expenses,  net  trading  profits,  and  net  profits,  measured  in 
suitable  units,  are  shown  for  two  groups  of  stores,  classified,  first, 
according  to  amounts  of  rent  paid  per  unit  of  floor  space ;  and,  second, 
according  to  amounts  of  rent  paid  per  unit  of  sales.  An  analysis 
of  the  detail  of  these  tables  reveals  some  interesting  facts.  Table 
XIX  summarizes  the  net  effects  of  the  processes  of  operation  on  the 
profits  secured. 
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The  gross  margin  of  a  store  is  the  difference  between  the  amount 
of  sales  and  the  cost  of  the  merchandise  sold.  Out  of  this  amount, 
operating  expenses  must  be  paid  and  profit  or  loss,  as  the  case  may 
be,  is  secured.  In  Table  XV  the  gross  margins,  cost  of  merchandise 
sold,  total  expense,  and  net  profit,  each  measured  in  terms  of  sales, 
are  shown  for  two  groups  of  stores  classified,  according  to  rental 
payments,  first,  per  unit  of  floor  space ;  and,  second,  per  unit  of  sales. 
For  the  87  stores,  the  amounts  of  gross  margins  in  terms  of  sales, 
and  of  cost  of  merchandise  sold,  vary  inversely  with  the  amounts  oi 
rent  paid  in  relation  to  floor  space.  A  similar  condition  obtains 
for  this  group  of  stores  when  classified  according  to  the  rental  pay- 
ments in  terms  of  sales.  On  the  other  hand,  for  the  63  larger  stores, 
gross  margins  in  terms  of  these  different  units  vary  directly  with  the 
amounts  of  rent  paid  when  measured  in  units  of  floor  space  and 
sales.  That  is,  for  the  two  groups,  the  relationship  between  the 
size  of  gross  margins  and  the  amounts  of  rent  paid  is  inverse  in  one 
case  and  direct  in  the  other.     The  tendencies  are  contradictory.     In 
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both  groups  of  stores,  however,  if  margins  are  high  when  rents  in 
terms  of  floor  space  are  high,  or  vice  versa,  they  are  also  high  when 
rents  in  terms  of  sales  are  high,  or  vice  versa. 

Gross  margins,  however,  are  of  primary  interest  in  their  relation 
to  the  other  phases  of  store  operation.  For  stores  paying  dilTerent 
relative  rentals,  how  are  they  related  to  operating  expenses  and  pro- 
fits? Answers  to  these  questions  for  both  groups  of  stores  are 
found  in  Tables  XVI  to  XIX,  inclusive. 
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Table  XVI  shows  the  amounts  of  total  operating  expense  measured 
in  different  ways  for  stores  classified  according  to  their  rentals  in 
terms  of  floor  space  and  sales.  Under  both  classifications,  stores 
which  pay  high  rentals  have  high  total  operating  expense  in  terms 
of  sales,  of  cost  of  merchandise  sold,  of  gross  margins,  and  of  net 
profits.  The  increase  in  expenses  in  relation  to  sales  in  passing  from 
low  to  high  rental  stores,  however,  is  generally  smaller  for  the  stores 
in  which  gross  margins  vary  directly  with  rent  than  it  is  for  those  in 
which  they  vary  inversely.     Even  for  the  group  in  which  margins 
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and  expenses  move  together,  the  rate  of  increase  in  expenses  is  greater 
than  it  is  for  margins.  For  the  stores  in  the  other  group — ^in  view  of 
the  relative  increase  in  expenses — ^no  reasons  are  apparent  why  mar- 
gins do  not  increase.  Moreover,  when  the  operations  of  all  of  the 
stores  are  considered,  it  appears  that  no  fundamental  principle  is 
followed  in  determining  gross  margins.  For  one  group  of  stores, 
in  the  face  of  increasing  rentals  and  total  expense,  they  rdatively 
decrease.  For  another  group,  while  the  margins  followed  the  tend- 
encies shown  by  expenses,  the  relative  amounts  bear  little  relation 
to  them.  Moreover,  the  differences  between  the  amounts  of  total 
expense  for  the  low  and  the  high  rental  stores  are  greater  when  the 
stores  are  classified  by  the  relation  of  rent  to  floor  space  than  when 
classified  by  the  relation  of  rent  to  sales.  That  is,  amounts  of  ex- 
pense, for  stores  paying  different  rentals  in  relation  to  space,  do  not 
forecast  what  the  expenses  for  the  same  stores  will  be  when  they  are 
classified  by  rents  paid  in  relation  to  sales.  For  merchandising  suc- 
cess, the  relation  between  rents  and  sales  is  far  more  vital  than  the 
relation  between  rents  and  floor  space.  This  fundamental  fact  seems 
to  have  been  ignored  by  the  merchants  whose  records  are  under 
review. 

The  difference  between  gross  margins  and  operating  expenses  consti- 
tutes net  trading  profit.  The  relative  amounts  of  such  profits  for  the 
stores,  the  gross  margins  and  expenses  of  which  are  being  considered, 
are  contained  in  Table  XVII.  These  amounts,  for  the  stores  in  which 
gross  margins  vary  inversely  with  rent  in  relation  to  floor  space  and 
sales,  obviously  follow  the  same  general  tendency.  To  this  rule 
there  are  no  exceptions  for  the  different  measures  of  net  trading 
profit  for  the  stores  classified  by  the  amounts  of  rent  in  relation 
to  floor  space,  and  only  a  single  exception  for  each  of  the  measures 
when  the  stores  are  classified  by  the  amounts  of  rent  in  relation  to 
sales.  In  general,  net  trading  profits  measured  in  sales,  in  cost  of 
merchandise  sold,  in  gross  margins,  and  in  average  inventories  at 
cost  are  lower  for  stores  paying  high  than  for  those  paying  low  rent- 
als. For  the  group  of  stores  in  which  gross  margins  vary  directly 
with  rentals  when  measured  in  floor  space,  net  trading  profits  tend  to 
increase  as  rentals  increase.  There  are  clear  exceptions  to  this  rule 
when  the  stores  are  classified  by  the  amounts  of  rent  expressed  in 
this  form.  When  they  are  classified  by  the  amounts  of  rent  in  rela- 
tion to  sales,  the  amounts  clearly  decrease.  It  is  obviously  this  latter 
basis  of  classification  which  has   the  greater  merchandising   signifi- 
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cance.  When  all  the  evidence  is  considered  cumulatively,  it  may  be 
concluded  that  net  trading  profits  vary  inversely  with  the  amounts 
of  rent  paid  when  measured  in  terms  of  sales.  This  means  that  suffi- 
cient sales  were  not  secured  by  the  stores  on  the  high  rental  space  to 
give  them  profits  equal  to  those  occupying  less  valuable  sites.  More- 
over, the  comparatively  high  gross  margins  fixed  by  one  group  of 
stores  were  not  sufficient  to  place  them  in  as  satisfactory  a  position 
as  their  rivals  paying  less  rent  and  operating  with  smaller  expenses. 

Table  XVII 
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But  Table  XVII  does  not  tell  the  whole  story.  To  determine  net 
profit  the  net  miscellaneous  income  or  charges  must  be  added  to  or 
deducted  from  net  trading  profit.  Table  XVIII  shows  the  net  prof- 
its of  these  two  groups  of  stores  paying  different  rentals  as  measured 
in  preceding  tables.  What  is  its  meaning?  For  one  group  of  stores, 
net  profits  expressed  in  units  of  sales,  of  cost  of  merchandise  sold, 
of  gross  margins,  and  of  average  inventories  at  cost  vary  inversely 
with  the  amounts  of  rent  paid  when  measured  in  terms  of  floor  space 
and  of  sales.     For  the  other,  the  direction  of  change  is  uncertain 
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when  rents  are  measured  in  terms  of  floor  space,  but  when  measured 
in  units  of  sales  the  amounts  decrease  as  rentals  increase,  as  they  do 
for  the  other  group.  Siunmarizing  the  presentations,  it  may  be  con- 
cluded that  the  stores  which  pay  high  rentals  do  not,  on  the  whole, 
secure  profits  equal  to  those  which  pay  low  rentals. 

Table  XIX  is  designed  to  summarize  the  different  conditions  of 
operation  in  the  two  groups  of  stores.  Because  of  the  fact  that  rents 
are  more  satisfactorily  measured  in  sales  than  in  floor  space,  only 
part  "B"  of  the  table,  which  relates  to  this  measurement,  will  be  dis- 
cussed. The  other  basis  of  comparison,  part  ^^A,''  however,  shows 
the  same  general  relationship  between  rents  and  profits. 

Between  the  low  and  high  rental  stores,  rent  in  terms  of  sales  in- 
creased for  one  group  by  249.6  and  for  the  other  by  248.4  per  cent. 
In  the  first,  gross  margins  in  terms  of  sales  were  18.8,  and  in  the 
second,  15.9  per  cent  higher  in  the  high  than  in  the  low  rental  stores. 
Corresponding  to  these  per  cent  increases  in  rent  and  gross  margins 
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went  increases  of  68.7  and  61.9  per  cent,  respectively,  in  operating 
expenses  in  terms  of  sales.  The  effects  of  these  combined  changes 
were  to  reduce  net  trading  profits  in  terms  of  sales,  in  the  first  case 
by  87.7,  and,  in  the  second,  by  19.8  per  cent.  That  is,  100  per  cent 
increase  in  the  rent  paid  per  unit  of  sales  is  associated  with  a  de- 
crease in  net  trading  profit,  per  unit  of  sales,  of  15  per  cent  for  one 
group  of  stores,  and  8  per  cent  for  the  other.  Moreover,  for  both 
groups  the  net  profits  suffered  a  decrease.  In  the  first  group  of 
stores,  the  per  cent  reductions  between  those  stores  paying  the  highest 
and  those  paying  the  lowest  amounts  of  rent  in  relation  to  sales  are 
as  follows:  in  terms  or  sales,  21.0;  in  terms  of  cost  of  merchandise 
sold,  17.0;  per  unit  of  gross  margin,  80.6;  per  unit  of  investment 
(average  inventories  at  cost)  37.9.     That  is,  100  per  cent  increase 

Table  XIX 
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in  the  amount  of  rent  paid  per  unit  of  sales  is  associated,  respectively, 
with  8.0,  7.0,  12.0,  and  15.0  per  cent  decreases  in  net.  profits  as 
measured  by  these  different  methods.  For  the  second  group,  the 
corresponding  reductions  are  as  follows:  6.4,  0.5,^  19.2,  and  12.4. 
In  terms  of  a  100  per  cent  increase  in  rent  in  relation  to  sales,  the 
respective  decreases  are  8.0,  0.2,^  8.0,  and  5.0  per  cent." 

Such  are  the  conclusions  which  are  reached,  for  the  store  records 
studied,  respecting  the  association  between  rentals  and  the  different 
operating  conditions  from  margins  and  expenses  to  net  trading  prof- 
its and  net  profits. 

What  is  the  significance  of  these  findings?  The  answer  to  this 
question  lies,  first,  in  the  value  of  the  statistical  data  and  the  con- 
clusions to  which  they  point;  and,  second,  in  an  explanation  of  the 
conditions  accounting  for  them.  The  data  are  satisfactory  for  the 
experience  covered.  Notwithstanding  the  fact  that  they  refer  to  but 
a  single  year  and  relatively  few  stores,  it  may  safely  be  concluded,  it  is 
felt,  that  something  more  than  chance  relationships  between  the  differ- 
ent phases  of  operation  in  retail  merchandising  in  this  field  has  been 
discovered.  The  stores  are  located  in  different  cities;  they  are 
operated  under  inferior  and  superior  management,  and  according  to 
dissimilar  merchandising  practices  in  fixing  margins  and  controlling 
expenses.  Nevertheless,  surprisingly  uniform  and  persistent  tenden- 
cies have  been  discovered  for  profits  to  decrease  as  rentals  increase. 
The  association  is  clear,  but  a  causal  connection  between  high  or  low 
rents  and  low  or  high  profits  or  vice  versa  has  not  been  proved.  It 
can  not  be  argued  from  this  presentation  that  high  rents  are  the 
came  of  low  profits.  They  are  associated,  but  which  is  cause  and 
which  is   effect  has   not  been   shown.     Neither  has   it  been  demon- 

^Increase. 

"Tests  of  the  nnifonnibr  in  the  direction  of  change  for  the  different  measures  of  net 
profits,  for  stores  classified  according  to  their  rental  payments  In  terms  of  sales, 
are  found  in  the  following  coefficients  of  concurrent  deviations: 


Coefficients  of  Concurrent  Deviations  between  Net  Profits 

Year 

On  Sales  and 

on     Cost     of 

Merchandise 

Sold 

On  Sales 
and  on 
Gross 
Margin 

On  Sales 

and  on 

Average 

Inventory 

at  cost 

On    Cost    of 
Merchandise 
sold    and    on 
Gross  Margin 

On    Cost    of 
Merchandise 
sold    and    on 
Average     In- 
ventory   at 
cost 

On  Gross 

Margin 
and  on 
Average 
Inventory 
at  cost 

1919 

+  .58 

+  .91 

+  .71 

+  .0 

+  .41 

+  .71 
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strated  that  there  are  no  other  causes  operating  simultaneously  to 
produce  high  or  low  profits.  Obviously  there  are  many.  A  much 
more  detailed  study  and  a  more  elaborate  method  of  analysis  would 
be  necessary  to  resolve  the  problem  into  its  varying  factors  and  to 
measure  the  contributing  effect  of  each.  The  Bureau  has  in  mind 
at  a  later  date,  and  on  the  basis  of  more  complete  data,  to  attempt 
such  an  analysis. 

An  explanation  for  the  association  which  has  been  discovered  may 
be  found,  in  part  at  least,  in  the  conditions  which  determine  the 
amounts  of  rent  which  are  paid.  In  the  first  place,  merchants,  on 
the  whole,  have  inaccurate  knowledge  of  the  value  of  space.  They  are 
loath  to  change  locations  in  the  face  of  increasing  rentals,**  and  the 
bargaining  basis  between  competing  users  of  space  is  relatively  un- 
certain. Moreover,  they  are  at  a  disadvantage  in  competition  with 
owners  of  space,  and  have  only  limited  control  over  changes  in  rents 
and  other  major  expenses.  They  cannot  automatically  adjust  either 
their  prices  or  their  sales  to  cover  increased  costs.  That  is,  com- 
petition is  neither  perfect  nor,  in  many  instances,  intelligent — ^mer- 
chandising misfits  being  found  in  this  as  in  other  fields  of  industry 
and  trade.  So  far  as  is  seen,  there  is  no  corrective  for  this  condi- 
tion unless  it  is  to  be  found  in  education  and  in  business  research. 
Even  under  the  most  perfect  conditions  for  which  we  may  dare  to 
hope,  economic  friction  and  loss  can  probably  never  be  fully  removed. 
But  this  most  obvious  fact  is  no  excuse  for  things  as  they  are.  Is 
there  not  a  mutual  obligation  between  those  who  are  conducting  re- 
search and  those  conducting  business — an  obligation  to  determine  the 
principles  of  business,  and  an  obligation  to  apply  and  be  guided  by 
them? 

'As  indicative  of  this  fact,  the  following  experience  for  the  stores  studied  is 
interesting. 

NuxBBB  OF  Stobbs  AccoaDiiro  to  Size  Which  Hate  Occupied  PassBirT  Buiunirof 
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Pabtlt  Owked  bt  Pbesent  PaopBiBTaft 


Years  in  Bus- 
iness as 
Owned  or 
Partly  Owned 
by  Present 
Proprietor 

Sales  from  $40,000  to  $80,000 
in  1919 

Sales  from   $80,000  to  $180,000 
in  191Q 

Total 

Un- 
derS 

5 
to  10 

10 
to  15 

15 
to  20 

20  & 
over 

Total 

Un- 
der 5 

5 
to  10 

10 
to  15 

15 
to  20 

20  & 
over 

Total 

87 

18 

22 

16 

12 

19 

63 

9 

9 

18 

7 

20 

Under  5 
5  to  10 
10  to  15 
IS  to  20 
20  and  over 

10 
17 
20 
15 
25 

10 
2 
2 
4 

15 

5 

1 
1 

13 
2 

1 

8 
4 

19 

3 

6 

12 

13 

29 

3 

1 
1 
3 

1 

5 
2 

2 

9 
3 
6 

7 

20 

LOCAL  FACTORS  IN  CONNECTION  WITH  LABOR  TURNOVER 

By  Anna  Bezanson 
The  Vniversity  of  Permtylvania 

The  discussion  of  this  paper  considers  the  records  of  labor  turnover 
in  Philadelphia  plants  during  1921  and  1922.  The  group  covers 
widely  varied  industries  including  textiles,  metal  manufacture  of  vari- 
ous kinds  from  small  machine  parts  to  ship  construction,  chemicals, 
storage  batteries,  public  utilities,  and  one  retail  establishment.  The 
firms  vary  in  size  from  those  with  a  pay  roll  of  less  than  500  employees 
to  one  plant  with  20,000.  The  concerns  are  located  in  different  areas 
of  the  city  proper  and  near-by  suburbs. 

During  the  year  1921  production  conditions  varied  widely,  some 
firms  maintaining  a  fairly  constant  working  force,  while  others  re- 
duced their  forces  by  heavy  intermittent  lay-offs ;  several  plants  at  the 
same  time  were  increasing  rapidly.  During  1922  there  was  a  gradual 
building  up  of  forces.  On  the  whole  the  increase  in  employees  on  the 
pay  roU  was  more  rapid  in  the  smaller  firms  than  in  the  larger  estab- 
lishments.    The  following  table  shows  the  pay  roll  changes  by  plants. 

TABLE  I 


IlTDIX   OP   NUMBEE   EkPLOTID 

Small  FirtM 
1921 


Base— January,  1922 

Month 

FIRMS 

Total 

A 

B 

C 

D 

E 

F 

G 

H 

I 

January 
February 

121.1 

171.8 

154.3 

109.9 

115.0 

167.8 

140.1 

107.8 

March 

113.8 

167.8 

130.9 

109.0 

April 
May 

112.5 

156.3 

95.7 

105.4 

111.0 

136.2 

68.4 

99.4 

June 
July 

108.5 

132.2 

86.9 

100.9 

106.5 

113.2 

82.6 

90.4 

August 

105.0 

105.2 

83.7 

97.9 

September 

103.0 

97.1 

87.2 

104.5 

October 

102.5 

97.1 

96.1 

113.9 

103.0 

98.9 

97.2 

105.4 

93.2 

106.3 

73.7 

102.8 

99.4 

99.3 

97.9 

87.8 

103.7 

105.3 
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IXDBX   OF   NfMBEK   EmPLOTID 

StnaU  Fimu 
1922 


Base— Janaaiy,  1922 


Month 

FIRMS 

Total 

A 

B 

C 

D 

E 

F 

G 

H 

I 

January 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

100.0 

February 

96.7 

100.0 

98.9 

102.8 

101.2 

109.6 

95.4 

122.6 

101.4 

101.3 

March 

96.2 

104.0 

99.3 

108.1 

101.5 

105.7 

90.2 

154.1 

102.8 

102.2 

April 
May 

95.0 

105.2 

103.2 

108.4 

110.8 

102.3 

91.5 

136.8 

101.4 

102.4 

93.0 

105.7 

111.7 

115.8 

131.0 

102.3 

90.7 

145.1 

115.1 

108.2 

June 

July 

92.2 

107.5 

113.1 

129.9 

127.1 

103.1 

88.5 

143.6 

123.5 

110.1 

93.0 

106.9 

121.6 

134.2 

124.1 

106.5 

87.6 

163.9 

118.8 

111.8 

August 

99.5 

105.7 

135.5 

134.2 

135.5 

104.9 

89.9 

198.5 

118.2 

117.2 

September 

97.7 

104.0 

134.0 

149.6 

141.6 

103.9 

98.5 

204.5 

114.6 

120.0 

October 

93.0 

99.4 

145.7 

161.3 

146.7 

97.4 

108.5 

199.2 

114.8 

123.4 

November 

96.7 

98.4 

241.4 

December 

TABLE  I 

Ikdkx  of  NnxBEa  Emplotui 

Large  Firms 

1921 


Base — January,  1922 


Month 


FIRMS 


K 


M 


N 


ToUl 


January 

February 

March 

April 

May 

iune 
uly 

August 
September 
October 
November 
I>ecember 


109.8 
107.2 
106.2 
104.6 
102.6 
101.1 
102.6 
103.0 
102.7 
102.0 
101.6 
101.2 


71.7 
80.3 
79.4 
82.3 
82.9 
85.4 
88.2 
90.9 
93.3 
96.1 
95.7 
98.3 


97 
93 
94 
110 
117 
115, 
124 
120 
115 
110 
105 
102 


342. 
334. 
324. 
303. 
279. 
264. 
237. 
170. 
148. 
128. 
111. 
100. 


103.0 

124.1 

122.8 

122.7 

110.0 

91.6 

85.1 

89.2 

93.8 

105.5 

117.8 

107.8 


83.9 
86.8 
97.4 


190.5 
189.4 
176.4 
171.7 
166.3 
157.9 
147.4 
133.1 
113.0 
105.4 
103.2 
103.2 


104.8 


32.7 

60.7 

70.1 

80.3 

89.2 

98.7 

98.1 

108.2 

117.8 

124.2 

124.7 

119.0 


IkDEX   of   NUMBEa   EXFLOTBD 

Large  Firms 
1922 


Base — January,  1922 


Month 


FIRMS 


K 


M       N 


Total 


January 

February 

March 

April 

May 

June 
uly 

August 
September 
October 
November 
December 


100.0 

97.6 

97.1 

96.0 

96.3 

97.7 

101.1 

1Q3.9 

107.0 

111.6 


100 
97 
101 
97 
101 
104 
105 
105 
104 
105 


100 
110 
122 
132 
141 
144 
146 
154 
149 
154 


100. 

97. 

.01  89. 

84. 


100 
100 
101 
122 
113 
118 
114 
103 
102 
110 


0  100. 
100. 
135. 
169. 
189. 
221. 
240. 
253. 
209. 
196. 


100. 

95. 

90. 

91. 

98. 
102, 
104 

98 

97 


0102.8 


100 
97 
96 
94 
93 
95 
93 
98 
100 
106 


0100. 
97. 


95 
93 
93 
93 
94 
95 
95 
95 
95 


100.0 
100.8 
91.2 
84.6 
69.6 
69.6 
79.3 
83.8 
89.2 
87.5 


100.0 

99.1 

98.0 

98.3 

98.9 

100.5 

101.5 

102.2 

101.4 

104.5 
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With  these  preliminary  remarks  concerning  general  conditions,  let 
us  turn  to  the  two  questions  which  this  paper  is  meant  to  cover.  First, 
what  are  the  indications  of  similar  tendencies  in  the  direction  of  turn- 
over in  the  several  plants?  Second,  what  causes  affected  this  similarity 
of  movement? 

With  the  difference  in  the  number  of  employees  involved  in  pro- 
duction, no  conclusions  can  be  formed  until  lay-offs  are  subtracted  from 
the  total  exits.  When  one  considers  turnover  less  lay-offs  in  1921,  the 
year  may  be  divided,  for  all  the  plants  except  the  chemicals,  into  two 
parts  of  unequal  length.  During  the  period  from  January  to  April 
and  May,  the  general  tendency  of  turnover  was  upward;  from  June 
until  the  end  of  the  year  there  was  a  uniform  downward  movement. 
The  year  1922  is  strikingly  different  by  reason  of  the  high  rates  of 
turnover,  except  in  the  larger  textile  plants.  Considering  the  year 
from  the  point  of  view  of  direction,  we  find  a  general  upward  movement 
until  June  and  July,  followed  by  a  drop  during  the  two  summer  months. 
Toward  fall  there  was  a  time  of  excessive  shifting  until  the  market 
became  easier  in  October,  when  there  was  a  corresponding  slackness  in 
turnover. 

While  turnover  in  the  two  years  may  be  said  to  have  moved  in  similar 
directions  in  the  first  half  of  each  year,  the  last  half  of  1922  differs 
from  the  last  half  of  1921,  not  only  in  height  of  turnover,  but  also  in 
character  of  the  monthly  deviations. 

The  chemical  plants  which  did  not  conform  to  this  general  trend 
did  have  a  correspondence  of  movement  within  the  group.  The  high 
point  of  turnover  in  1921  was  in  the  sununer  months.  In  1922,  the 
chemical  group  followed  more  nearly  the  tendency  already  discussed 
for  the  other  plants. 

The  shift  in  the  amount  of  turnover  during  the  year  1922  is  shown 
clearly  in  the  cross-hatched  charts  of  turnover  by  resignations,  dis- 
charges, and  lay-offs.  The  lengthening  of  all  the  bars  to  the  right 
indicates  instability  among  the  empIoyees.The  September  chart  shows 
the  maximum  turnover  for  the  year.  October  shows  a  return  to  the 
rates  of  earlier  months. 

Despite  the  great  difference  in  production  conditions,  managonent 
policy,  and  type  of  product  manufactured,  our  problem  is,  how  to 
account  for  the  similarity  in  turnover  trend  which  would  seem  to  indi- 
cate common  factors  affecting  all  plants. 

Since  turnover  was  decreasing  in  1921  and  increasing  rapidly 
throughout  1922,  it  might  be  claimed  that  the  similarity  of  movement 
in  1921  meant  merely  that  there  was  no  opportunity  to  shift,  while  in 
1922  the  correspondence  was  due  primarily  to  the  fact  that  all  curves 
wer^  rising.     For  the  year  1921  there  was  not  greater  opportunity 


Local  Factors  in  Connection  with  Labor  Tumaoer 


98 


Lift. 

QUARTERLY  PERQEHTAQE 

IDF  EXIT5 

B\  MAin  PIVIBIDMB 

DF  TURnnVER 

I9ZZ 

^AnUARY-MAR^H 


LAV  orr&  , 


9j 
21  j 

lej 

24 


m7M.'''mm'^(0^ym;'m;mmfmm:mm'yimMm 


'mm:mmmmfmmymmfmmmf!(f(mw/i^ 


'mm>:mm/^/mym(mmmmmff(mm'/m^^mm{mm, 


wm^/^M'ym(mm;mm'm'mW/m:mimmiw/m^/(!^m^ 


♦F 


er 


154- — pr — [izr — |i^ 


rU 


i     MDUftTBIAL  StSCAKH  Oi^T 
t'        |l»  |ti6  |t3i 


94 


American  Economic  Association 


Local  Facton  in  Connection  with  Labor  Turnover 


95 


wn^ 


uft  Tim  mt 


Im"|h£     k»    |t44    llA    |rH    f*i.     U9B  llU  |£4«  pS4    klX    ^H   bD4    11 

DF    EXITS 
BY    MAin    PIVIBIDHB 
DF   TURnnVE.P 
1922 


m^m^^mwAmm>^\ 


m;mf^mcm^'^^. 


wmm^mm^^'^mi^ms, 


mmm^mmm^m^^m^ 


wMzm^m^mmm^m^m^/^^^'^^Ms 


m^:^^m^^m^^^^mm^^^:^ 


mmmm^^^m^m^mmm^m^  i 


^^mm^^mmm^^^^^^m^^mm 


m^&m^^^m^mm^m^^^0mmmA 


mmmM^mjm^mmm^^mmm^mm: 


mmmm^t^m^^m0m^^^mm^;!^^^m^m 


^^^m^m^^^^M  I 


m^^mm^mm^m^^^^mm^m^^^^m^mm 


WM^^mm^^m:^^^m^^imm^^^^^w^^^^^imm^^ 


^^ 


mMWMMMt 


1 

io| 

U 

4 

a 

IS 

H 

21 


^m 


'm^^^m^m^^^mmi 


'mmmm^mm^WM 


^^mm^m^^m^^^^^m 


^^mmm'imm:^m^m^m^ 


w^^^^MTW^^m^m/M^m^m^. 


'm:m;m^mim^^'/^y  i 


^mmm^mm^^^^^^^m^m^m^ 


^mmmm^mmmmmmmmm 


m^^i^m^m^mi^mmmmmm  i 


m^.^m^Mmsm^m^^^^M^^m;mjm^m. 


m<'mwA^^'m'^^my^mM4^m^m 


ISA   1^44     tbO 


^^^ 


I 


>P4    JhO    [iH    Hit    I***    |*»* 


96 


American  Economic  Attociation 


D 
i7 

in 
bi 

Ik 

D 

ins 

5" 
it  < 

It 

> 
a 

r: 

n: 

H     1 

S 

s 

< 

s 

S 

J 

? 

? 

i 

s 

s 

s 

« 

\ 

y 

1 

•  < 

^ 

< 

V^ 

f        ■    ■ 

il 

5 

V 

Si 

3i 

N 

t    'aj 

>l 

s 

i- 

t 

_^ 

)> 

L 

J 

1 

\ 

J 

:f- 

\ 

1 

/ 

J" 

^ 

\        * 

1 

\ 

J 

1 

v>. 

f\- 

> 

i 

c 

ji] 

i 

% 

i 

9 

i 

^ 

4 

^ 

4 

•'- 

i 

^^.^ 

>■' 

y 

,'• 

ii 

r 

/ 

3 

V 

. 

<s 

J 

"" 

— \ 

"N 

«. 

J 

f 

1 
9 

V 

> 

^'a 

> 

\ 

/ 

el 

..^ 

\ 

i 

— 

\^ 

I 

i 

X 

\^ 

i 

) 

\ 

^ 

\ 

\ 

4 

s 

; 

c 

I 

j 

9 

? 

1 

i 

1 

i 

i 

) 

Local  Factort  in  Connection  trith  Labor  Turnover 


97 


bl1 

s 

X 

□  in 

U.-J 

uiin 

Sh 
2^ 

□ 

0. 

0. 
p 

C 
< 

P 

3in 

hin 
ij 

-J 

J 

i 

3 

! 

] 

\ 

\ 

\ 

5 

s 

S 

1 

? 

\ 

s 

« 

E 
8 

^ 

^ 

• 

n 

y 

i 

< 

ii 

r 

1 
/ 

Si 

<. 

"A 

•^ 

••w 

\ 

1 

V 

V 

/ 

M 

^ 

I 

4'- 

< 

\ 

/ 

S 

i^ 

H 

\ 

.> 

11. 

i 

1 

^ 

/ 

I 

4 

/ 

.'' 

i 

.^^ 

/ 

r 

^*^' 

J 

c 

\ 

/ 

--3- 

V 

<. 

H 

:t 

^ 

\ 

N. 

1: 

JT 

^ 

..^ 

^'i 

/ 

» 

"^a 

> 

/ 

/ 

< 

\ 

X 

/ 

""^ 

^ 

1 

> 

> 

^! 

x 

i 

X 

\ 

^ 

\ 

• 

•4 

! 

i 

\ 

I 

i 

s 

S 

J 

e 

! 

t 

s 

1 

« 

98  American  Economic  Association 

for  employment  in  the  first  half  of  the  year,  when  tumoYer  was  rising, 
and  the  important  fact  that  the  time  of  change  in  direction  was  similar 
is  all  that  is  stressed. 

When,  as  in  1922,  the  general  similarity  of  movement  is  concurrent 
with  a  marked  increase  in  turnover  it  is  necessary  to  show  that  the 
likeness  pointed  out  is  not  due  to  growth  alone  and  is  made  up  of 
factors  common  to  all  firms.  The  increase  in  turnover  in  1922,  there- 
fore, needs  more  attention. 

Taking  first  the  matter  of  shortage  of  labor  so  frequently  referred 
to  in  the  local  market  during  this  year,  it  may  be  said  that  there  has 
been  an  increase  in  turnover  far  beyond  any  shifting  that  can  be  ac- 
counted for  by  even  the  most  extreme  view  of  the  lack  of  employees  to 
fill  jobs. 

Four  factors  affect  this  increase  in  turnover :  first,  the  return  after 
the  depression  of  employees  to  former  jobs;  second,  the  transition 
character  of  the  period  which  made  possible  the  hiring  of  men  obviously 
unsuited  to  the  type  of  work,  to  fill  a  temporary  demand;  third,  the 
actual  shortage  of  certain  types  of  key  employees  in  skilled  trades; 
fourth,  the  activity  of  the  building  trades  and  the  adjustments  of  wage 
rates. 

Take  first  the  return  of  employees  to  former  positions.  It  has  been 
a  general  practice  for  firms  to  send  for  the  employees  last  laid  off  at 
their  plant  whenever  business  becomes  active.  Reports  indicate  that 
in  the  main  employees  have  responded  to  such  calls.  This  means  that 
two  workmen  are  shifted  to  fill  one  job.  Consequently  the  turnover 
by  itself  gives  an  impression  of,  and  is  being  regarded  as  an  indication 
of,  greater  shortage  of  labor  than  the  actual  situation  would  warrant. 

Secondly,  consider  the  transition  nature  of  the  period.  During 
this  period  when  unskilled  labor  has  been  highly  paid  by  reason 
of  the  demands  of  the  building  trades,  plants  have  given  applicants 
such  as  weavers,  knitters,  etc.,  known  to  be  skilled  in  other  industries, 
trucking  and  similar  classified  jobs,  because  such  employees  are  sure  to 
shift  as  soon  as  their  own  employment  becomes  active.  This  is  done 
to  fill  the  immediate  demand  although  the  firms  know  such  a  hiring 
policy  will  increase  their  turnover  later. 

Thirdly,  the  lack  of  key  employees,  such  as  ship  carpenters  and  car- 
painters,  die-makers  and  moulders,  polishers  and  grinders,  has  been 
felt  in  the  car  plants  as  well  as  in  the  shipyards  and  metal  industries. 
There  is  a  divergence  of  opinion  as  to  how  great  has  been  the  absolute 
under-supply  of  workers  in  any  employment,  with  the  exception  of  a  few 
skilled  jobs.  There  has  been  little  facing  of  what  is  perhaps  the  fore- 
most problem  before  American  industry,  namely,  the  readjustment 
which  must  be  made  in  methods  of  doing  business  in  order  to  meet  a 
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Rowing  shortage  of  labor  or  a  permanent  shutting  off  of  the  sources  of 
the  unskilled  labor  supply.  The  greater  demand,  however,  is  reflected 
not  alone  in  the  shifting  of  employees,  but  in  the  greater  opportunities 
for  work  for  young  people.  The  applications  for  work  by  juniors  who 
must  seucre  a  school  certificate  for  employment  are  increasing.  After 
a  low  month  in  July,  the  index  numbers  increase  to  Noveniber,  1922.  By 
October  the  figure  is  higher  than  in  the  same  month  of  the  busy  year 
of  1919.  When  one  considers  the  issue  of  repeat  certificates,  the  high 
figure  of  November,  1922,  becomes  more  significant  as  contrasted 
with  1921,  or  even  with  1919. 

laSDS  OF  CEaTIFXGATBS  TO  JuKIOBS 


Month 

Year 

Percentage 

General 

Certificates 

Percentage 

Repeat 
Certificates 

August 

1921 
1922 
1919 

100 
113 
181 

100 
131 
288 

September 

1921 
1922 
1919 

100 
145 
170 

100 
142 
189 

October 

1921 
1922 
1919 

100 
162 
151 

100 
179 
198 

November 

1921 
1922 
1919 

100 
169 
140 

100 
182 
158 

1921  being  taken  as  a  base,  comparison  is  made  with  1922  and  1919,  as  typical 
years  of  increased  employment.  These  figures  apply  to  the  Pennsylvania  area  as 
supplied  by  the  Junior  Bmployment  Service. 

The  actual  increase  among  older  employees  is  shown  by  the  figures 
for  male  entrances  to  182  metal  plants  in  the  table  below. 


Ni 


or  M.AXX  EiriBAircis  to  182  Metal  Plaittb  1922 


Month 

Entrances 

Exits 

Pay  Roll 

January 
Febmary 

2990 

3557 

38188 

2779 

3784 

37183 

March 

4634 

3013 

38804 

Aoril 
May 

4930 

3424 

40310 

5810 

4698 

41422 

July 

5788 

4469 

42742 

5732 

4718 

43755 

A-W*,     .  , 
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It  has  already  been  pointed  out  that  the  turnover  curve  began  to 
shift  downward  in  October.  At  that  time  there  was  reported  less 
demand  for  both  common  and  industrial  skilled  labor. 

Our  fourth  point  covers  activity  in  the  building  trades  and  the 
adjustment  in  wage  rates.  Perhaps  the  factor  that  affected  the  shift- 
ing of  employees  in  the  late  winter  and  early  spring  months  was  activity 
in  the  building  trades.  In  February  the  turnover  less  lay-offs  was  at 
44.2  per  cent,  at  86.2  in  June,  at  82.6  in  July,  at  100.1  in  August. 
In  September  it  had  reached  the  high  figure  of  117.8.  The  influence  of 
the  building  trades  was  felt  first  in  the  unskilled  labor  groups.  At  a 
time  when  the  going  rate  for  unskilled  labor  ranged  from  80  to  85  cents 
an  hour,  the  building  trades  were  offering  66  and  60  cents.  The  result 
was  a  rate  high  enough  to  shift  not  only  unskiUed  employees  but  the  less 
highly  paid  of  the  classified  labor  group.^  As  the  summer  wore  on, 
the  effect  of  the  building  rates  was  reported  in  the  wood-working  and 
metal  trades  groups  of  skilled  workers.  For  instance,  wood  pattern- 
makers accustomed  to  get  about  60  cents  an  hour  in  the  metal  trades 
could  get  about  90  cents  to  $1.26  as  carpenters  in  construction  work. 
The  Metal  Industries  Association  of  Philadelphia  gives  a  comparison  of 
average  earnings  in  the  autumn  of  1922  which  shows  that  in  69  classi- 
fications of  their  survey  earnings  were  *^only  8.1  per  cent  below  the 
averages  of  the  same  classifications  in  April,  1920.  This  is  undoubt- 
edly due  to  several  increases  in  rates  having  been  made  in  the  last  few 
months,  as  the  reductions  made  during  the  period  of  depression  average 
22  per  cent.  From  August  1  to  November  1,  nineteen  firms,  employing 
one-fourth  of  the  total  employed  by  all  of  the  plants  surveyed,  made 
general  increases  in  the  wage  rates  averaging  12.7  per  cent." 

Turnover  of  Skilled  Trades  by  Reasons  for  Leaving 

Let  us  now  return  to  some  more  detailed  analysis  of  the  curves  of 
instability.  Having  noted  this  general  similarity  in  trend,  it  would 
be  of  interest  to  be  able  to  say  whether  that  movement  was  identical 
for  skilled,  semi-skilled,  and  unskilled  workers.  Unfortunately  there 
is  no  classification  which  will  permit  of  a  comparison  from  plant  to 
plant.  The  only  group  that  one  can  venture  to  compare  is  the  one 
reported  as  ^^unskilled  laborer."     The  turnover  for  this  group  was  low 

*It  has  been  usual  to  date  the  beghining  of  the  increases  in  rate  from  the  22d  of 
August,  when  the  United  States  Steel  Corporation  announced  its  20  per  cent  increase. 
As  a  matter  of  fact,  in  the  Philadelphia  marlcet  the  shiftine  had  compelled  em- 
ployers to  adjust  wages  for  die-makers,  pattern-makers,  moulders,  and  other  classes 
of  employment  several  months  before  the  announcement  of  the  advance  by  the  steel 
corporation. 
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in  February,  1922.  From  then  until  June  the  amount  of  shifting  was 
yery  marked  at  all  the  plants.  After  a  slight  stabilizing  in  August,  the 
group  turnover  rose  again  in  September.  It  was  more  steady  in 
October  and  November.  Comparing  this  with  the  movement  already 
cited  for  the  market  as  a  whole,  it  may  be  said  that  not  only  did  the 
turnover  for  unskilled  labor  affect  the  curve  most,  almost  determining 
its  contour,  but  the  shifting  in  this  group  began  months  before  there 
was  any  indication  of  increase  in  turnover  among  workers  in  the  more 
skilled  occupations. 

Dividing  the  firms  into  two  groups  according  to  size,  we  find  that 
the  smaller  firms  returned  to  normal  production  more  rapidly  and 
also  have  a  higher  turnover — ^less  lay-offs— during  1922  than  the  large 
firms.  In  that  year  both  groups  tend  to  run  parallel  until  May.  The 
drop  in  June  in  the  small  firms  is  followed  by  a  drop  in  July  in  the 
larger  group  of  large  firms.  Both  curves  rise  again  at  about  the  same 
rate.  The  drop  in  September  in  the  latter  group  is  coincident  with  a 
slowing  down  in  the  curve  of  the  smaller  plants. 

Maintaining  this  separation  of  firms  according  to  size,  let  us  con- 
sider the  movement  of  turnover  when  one  separates  the  major  reasons 
for  leaving,  dealing  with  those  relating  to  (1)  wages,  (2)  wages  and 
opportunities  elsewhere,  (8)  the  job  as  contrasted  with  reasons  outside 
the  job. 

In  the  large  firms  dissatisfaction  with  wages  caused  a  turnover  of 
only  5  per  cent  in  any  month  of  1922,  while  in  the  small  firms  it  varied, 
rising  as  high  as  80  per  cent ;  the  curve  for  wages  alone  is  not  unlike 
the  general  turnover  curve.  The  attraction  of  better  jobs  elsewhere 
shows  its  influence  in  both  groups.  Not  only  is  it  responsible  for  a 
large  share  of  the  turnover,  but  that  share  is  such  that  the  curves  tend 
in  the  same  direction  as  the  curve  for  all  turnover  less  lay-offs.  Seven 
of  the  nineteen  firms  considered,  three  small  and  four  large,  have  no 
exits  reported  as  due  to  dissatisfaction  with  wages,  although  ^^better 
job  elsewhere''  may  be  an  indication  of  poor  wages.  Considering  the 
firms  individually  for  this  reason,  we  find  that  with  two  exceptions  (one 
metal  and  one  chemical)  the  curves  for  "better  job  elsewhere"  cor- 
respond with  each  other. 
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TABLE  II 
TuaxavEB,  Less  Lat-Offs 

AlTD 

TuaKOTia  Foa  Oppoetukitiis  Elsbwsbbb 
Small  Pirma 


Month 

Total 
Pay  Roll 

Turnover  Less  Lay 
Offs 

Opportunities 
Elsewhere 

Number 
of  Exits 

Per  Cent 
of  Exits 

Number 
of  Exits 

Per  Cent 
of  ExiU 

January 
February 
March 
April 
May 
une 

:;uiy 

August 

September 

October 

2755 
2812 
2837 
2841 
3803 
3056 
3103 
3252 
3329 
3399 

103 
120 
174 
194 
332 
274 
354 
435 
555 
593 

44.9 

51.2 

73.6 

81.9 

132.7 

107.6 

136.9 

160.5 

200.1 

209.4 

42 

32 

47 

53 

139 

117 

116 

176 

251 

230 

18.3 
13.7 
19.9 
22.4 
55.5 
45.9 
44.9 
64.9 
90.5 
81.2 

LargB  Firms 


Month 

Total 
Pay  Roll 

Turnover  Less  Lay 
Offs 

°iS 

rt  unities 
swhere 

Number 
of  Exits 

Per  Cent 

of  Exits 

Number 
of  Exits 

Per  Cent 
of  Exits 

January 

February 

March 

April 

May 

.une 

■  uly 

August 

September 

October 

18,404 
18,238 
18,030 
18,098 
18,193 
18,491 
18,674 
18,803 
18,660 
19,232 

599 

617 

921 

943 

1177 

1273 

1143 

1405 

1604 

1501 

39.1 
40.6 
61.3 
62.5 
77.6 
82.6 
73.4 
89.7 
103.2 
93.7 

194 
212 
323 
327 
397 
458 
403 
496 
633 
522 

12.6 
13.9 
21.5 
21.7 
26.2 
29.7 
25.9 
31.6 
40.7 
32.5 

Further  reasons  connected  with  the  job  have  been  grouped  together: 
dissatisfaction  with  wages,  working  conditions,  hours,  and  labor  policy 
and  work  elsewhere.  In  the  large  firms  turnover  reaches  only  65  per 
cent,  while  in  the  small  it  is  182  per  cent  at  its  highest.  The  two 
curves  are  nearly  parallel  in  1922  until  April,  after  which  the  line  for 
the  small  firms  rises  more  rapidly  till  July,  the  drop  coming  one  month 
later  than  in  the  large  firms. 

When  one  considers  reasons  not  connected  with  the  job,  it  will  be 
seen  that  the  curves  are  low  and  fairly  uniform  and  tend  to  change 
only  gradually  from  month  to  month.  It  may  be  noted  also  for  the 
small  firms  that  reasons  connected  with  community  and  outside  affairs 
shape  the  curve  in  the  opposite  direction  to  that  formed  by  reasons 
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connected  with  the  job,  especially  daring  the  period  from  June  on. 
The  uniformity  of  turnover  for  physical  reasons  is  particularly  note- 
worthy since  the  shifting  ranges  only  from  6  to  8  per  cent,  tending 
slightly  higher  in  the  winter  months.  In  the  large  firms  the  reasons 
outside  the  job  are  higher  than  those  within  when  wage  opportunities 
are  omitted ;  the  reverse  is  true  for  the  small  firms. 

TABLE  III 

TUBVOVXE  lOK   liAJOa   RXASOKS 

8matt  Firms 


All  Reasons 

ToUl 

All  Reasons 

Connected 

Reasons 

Month 

Roil 

Connected 

with  Job 

outside 

with  Job 

Excluding  Wage 

Job 

Opportunities 

No. 

% 

No. 

% 

No. 

% 

January 
February 

2755 

50 

21.8 

8 

3.5 

8 

3.5 

2812 

52 

22.2 

20 

8.5 

13 

5.5 

March 

2837 

65 

27.5 

18 

7.6 

19 

8.0 

April 
May 

2841 

91 

38.5 

38 

16.1 

23 

9.7 

3003 

194 

77.5 

55 

22.0 

29 

11.6 

J- 

3056 

223 

87.5 

106 

41.6 

30 

11.8 

3103 

251 

97.1 

135 

52.2 

25 

9.7 

Ai^^nst 

3252 

276 

101.8 

100 

36.9 

44 

16.2 

aepienioer 

3329 

368 

132.7 

117 

42.2 

39 

14.1 

October 

3399 

378 

133.4 

148         52.2 

56 

19.8 

Largs  Firms 


Month 

Total 
RcJl 

All  Reasons 

Connected 

with  Job 

All  Reasons 

Connected 

with  Job 

Excluding  Wage 

Opportunities 

Reasons 

outoide 

Job 

No. 

% 

No. 

% 

No. 

% 

January 

February 

March 

April 

wGy 

June 

July 

August 

September 

October 

18404 
18238 
18030 
18098 
18193 
18491 
18674 
18803 
18660 
19232 

258 
280 
389 
412 
547 
601 
537 
665 
851 
739 

16.8 
18.4 
25.9 
27.3 
36.1 
39.0 
34.5 
42.4 
54.7 
46.1 

64 

68 
66 
85 
150 
143 
134 
169 
218 
217 

4.2 
4.5 

4.4 

5.6 

9.9 

9.3 

8.6 

10.8 

14.0 

13.6 

162 
115 
204 
194 
261 
279 
236 
266 
291 
280 

10.6 
7.6 
13.6 
12.9 
17.2 
18.1 
15.2 
17.0 
18.7 
17.5 

Causes  for  Increase  in  Turnover 

It  has  been  shown  that  there  was  a  tendency  for  turnover  less  lay- 
offs to  move  in  the  same  general  direction  over  a  considerable  period. 
It  has  also  been  stated  that  the  curve  for  unskilled  laborers  tended  to 
conform  to  this  trend.     When  the  curves  were  considered  in  greater 
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detail  for  reasons  connected  with  wage  opportunities,  it  was  shown  that 
the  important  single  causes  shaping  the  tumoTer  in  this  period  were 
given  either  as  "better  wages'*  or  "better  opportunities.** 

What,  then,  is  the  significance  of  stressing  market  factors?  Up 
to  this  time  it  has  been  usual  to  regard  tumoyer  from  the  point  of 
view  of  the  individual  establishments.  The  problem  has  been  regarded 
primarily  as  of  importance  in  terms  of  the  organization  from  which  the 
employee  has  shifted.  There  has  been  a  general  tendency  for  firms 
to  assume  that  conditions  can  be  adjusted  within  the  plant  in  such 
a  way  that  under  any  circumstances  employees  could  be  held  within 
the  organization.  It  has  been  a  matter  of  disappointment  to  some 
employers  to  discover  in  this  transition  period  that  their  turnover 
has  seemed  to  be  beyond  their  control,  because  we  had  not  prepared  our 
thinking  about  turnover  for  any  reasoning  concerning  the  possible 
factors  outside  the  plant,  of  advantage  to  the  employee,  which  would 
influence  him  to  shift.  In  our  market  there  has  been  more  alarm  con- 
cerning labor  shortage  than  any  lack  of  employees  warranted.  There 
has  been  much  discussion  and  hurried  comparison  of  wages  on  jobs 
which  were  far  from  comparable.  The  conclusions  of  the  continuous 
study  of  inter-market  movement  would  seem  to  show  that  some  of  the 
turnover  was  merely  due  to  reinstatement  of  employees  temporarily 
waiting  for  opportunities  on  former  jobs.  Some  was  due  to  an  unusual 
building  program — one  which  continued  late  into  the  fall  and  is  likely 
to  hold  many  employees  even  through  the  winter  months.  The  adjust- 
ment connected  with  the  shortage  of  key  workers  indicates  two  things, 
the  need  of  actual  study  of  the  problem  of  training,  and  some  will- 
ingness to  readjust  business  on  the  basis  of  a  new  and  less  wasteful 
use  of  labor  time.  The  shifting  in  many  cases  was  merely  the  work- 
men's method  of  finding  the  going  rate. 

This  paper  is  meant  to  stress  wider  economic  aspects  in  the  study 
of  labor  turnover  than  are  found  when  the  discussion  stops  with  the 
study  of  an  individual  plant.  The  questions  which  the  pa}>er  raises 
are:  To  what  extent  does  labor  turnover  indicate  conditions  within 
an  organization?  To  what  extent  does  labor  turnover  indicate  eco- 
nomic factors  disturbing  the  market?  No  one  could  say  at  this  time 
where  the  line  of  demarcation  falls.  It  is,  however,  certain  that  dis- 
cussion should  be  shifted  to  give  emphasis  to  the  factors  in  turnover 
due  to  wide  fluctuations  in  the  labor  market. 


ECONOMIC  THEORY  AND  PRACTICE— DISCUSSION 

Frank  H.  Knioht. — Mj  interest  being  that  of  the  economic  theorist,  I 
shall  limit  my  discussion  to  a  few  observations  on  Professor  Clark's  treat- 
ment of  oyerhead  cost.  I  am  in  agreement  with  the  main  contentions  of  the 
paper,  and  onlj  wish  to  emphasise  the  importance  of  its  argmnent  and  con- 
dnsions. 

The  general  theory  of  cost  which  underlies  this  argument  is  that  of 
alternative  cost  as  an  all-inclusive  cost  category.  In  the  nature  of  the 
case,  the  only  cost  of  anything  that  can  matter  is  the  sacrifice  of  some 
alternative.  The  so-called  "pain-costs"  merely  represent  alternatives  which 
involve  creating  value  directly,  without  the  intermediary  of  marketable 
goods  or  services,  that  is,  such  alternatives  as  culture,  recreation,  play,  or 
"loafing."  It  is  quite  immaterial  whether  the  "irksomeness"  of  labor  is 
regarded  as  a  positive  pain  or  as  a  sacrifice  of  pleasure;  if  there  is  any 
"cost"  it  is  manifestly  due  to  the  sacrifice  of  some  preferMe  alternative,  and 
the  whole  pain-pleasure  terminology  is  open  to  serious  question.  More- 
over, it  is  fundamental  that  material  resources  as  well  as  human  laborers 
are  subject  to  competition  from  direct  recreative  employments  of  many 
sorts,  and  hence  that  their  use  in  industry  involves  costs  which  are  strictly 
analogous  logically  to  the  pain  costs  of  labor.  We  must  assume  in  both 
cases  that  an  ideal  adjustment  for  society  as  a  whole  means  a  division  or 
allocation  of  human  and  material  resources  between  pecuniary  and  non- 
pecuniary  or  recreative  employments  in  such  proportions  that  equal  "mar- 
ginal utilities"  are  obtained  from  both  uses. 

Clearness  on  this  general  theory  is  essential  to  a  discussion  of  Professor 
Clark's  principal  thesis,  that  "idleness  is  waste."  It  is  convenient  to  divide 
the  problem  and  consider  separately  the  costs  which  represent  human  and 
material  services  respectively,  and  also  to  take  up  each  of  these  elemients 
from  a  long-time  and  a  short-time  point  of  view.  The  long-time  view, 
however,  can  be  briefly  disposed  of,  since  there  is  little  to  say  beyond  apply- 
ing the  general  economic  principle  already  stated.  Idleness,  that  is,  the  non- 
employment  in  pecuniary  uses  of  either  human  beings  or  material  resources, 
is  waste  just  in  so  far  as  the  persons  or  t&ings  in  question  are  not  put  to 
use  in  some  way  which  creates  value  (or  avoids  evil,  if  one  insists  on 
separating  the  two)  in  some  manner  not  bound  up  in  the  pecuniary  valuation 
process,  and  to  an  extent  at  least  equal  in  importance  with  the  industrial 
product  which  would  be  realised.  It  will  be  impossible  to  do  more  than 
suggest  the  question  as  to  whether  on  the  whole  society  does  or  does  not 
put  too  large  a  fraction  of  its  total  social  energy  into  the  creation  of  the 
kinds  of  things  which  pass  through  the  market  and  receive  prices.  Many 
economists  would  surely  doubt  or  deny  that  there  is  too  much  human 
"unemployment"  on  the  whole,  if  it  were  properly  distributed,  regularised, 
and  provided  for.  In  the  abstract  it  is  equally  possible  that  we  ought  to 
devote  more  of  our  permanent  wealth  to  the  form  of  durable  consumption 
goods,  parks,  museums,  homes,  sporting  goods,  toys,  etc.,  and  less  to  uses 
pfoductiTe  in  the  peeuniary  sense. 
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Taming  to  the  short-nm  view^  that  is  to  economic  flnctoationsj  it  is  neces- 
sar J  to  distignish  again  between  variation  in  total  industrial  activity  and 
variation  in  one  industry  or  group  of  industries  corresponding  to  opposite 
variations  in  other  industries  or  groups.  From  either  standpoint^  the 
fundamental  question  is  that  of  the  mobility  or  fluidity  of  the  various  cost 
goods.  With  reference  to  fluctuations  in  industry  as  a  whole^  however^  and 
to  the  competitive  system  as  it  actually  works^  it  is  clear  that  most  of  the 
real  costs,  both  human  and  material,  are  really  fixed;  the  idleness  of  re- 
sources, material  and  human,  in  a  general  slump,  represents  waste  if  nothing 
worse.  There  can  be  little  diversion  to  cultural  or  recreative  uses.  Some 
recuperation  and  repair  are  no  doubt  realised,  but  the  physical  drain  and 
actual  maintenance  costs  of  both  labor  and  material  equipment  mnst  be 
fully  equal  to  those  of  normal  industrial  activity.  The  business  depression 
represents  a  cost  to  society  which  is  probably  understated  by  figures  showing 
the  decrease  in  marketable  output. 

In  the  discussion  of  cost  variations,  the  standpoints  of  the  single  industry 
and  of  the  single  establishment  in  an  industry  are  commonly  confused  to 
the  serious  damage  of  the  analysis.  I  can  only  refer  to  the  idealised  case 
of  an  industry  in  a  condition  of  stability,  in  trhich  all  the  establishments 
are  of  the  joost  efficient  siae,  and  must  further  assume  a  condition  hardly 
possible  in  fact,  that  all  establishments  are  affected  alike  by  variation  of 
output  in  the  industry  as  a  whole.  The  crucial  datum  with  respect  to  cost 
variations  as  output  changes  is  that  the  cost  goods  and  resources,  material 
and  human,  used  in  any  industry,  are  in  all  degrees  specialised  to  that 
industry.  For  simplicity  we  must  and  do  contrast  the  "fixed"  equipment 
with  that  which  is  transferable  from  one  industry  to  another,  or  "fluid,'* 
though  we  know  that  there  is  no  dividing  line.  We  also  speak  of  a  certain 
"capacity"  in  the  fixed  equipment  of  any  industry.  With  reference  to  a 
fluctuation  in  output  it  is  obvious  that  the  services  of  this  fixed  equipment 
are  the  true  fixed  cost  or  social  overhead.  But  there  is  another  cause  of 
variation  in  cost  per  unit  of  output  in  the  varying  efficiency  due  to  changing 
proportions  in  which  the  transferable  equipment  is  combined  with  the  fixed. 
The  possible  cases  are  too  numerous  to  miention  in  detail.  Obviously  it 
is  a  crucial  question  whether  the  industry  is  working  above  or  below  the 
normal  capacity  of  its  fixed  equipment  when  a  variation  in  output  occurs. 

Professor  Clark's  most  important  point,  I  take  it,  is  that  as  industry  is 
organised  under  the  competitive  system,  costs  which  from  the  social  stand- 
point are  fixed  may  often  be  avoided  by  the  owner  of  the  business  when 
demand  falls  off,  by  simply  leaving  the  productive  factors,  especially  labor^ 
unemployed  and  allowing  their  services  to  go  to  waste.  The  farmer  com- 
monly cannot  profitably  do  this,  since  he  himself  owns  most  of  the  labor  and 
capital  which  he  employs,  and  he  uses  no  raw  iD;aterials  to  speak  of.  The 
industrial  entrepreneur,  who  buys  from  other  entrepreneurs  partial  pro- 
ducts of  large  value  and  who  hires  productive  services,  especially  labor,  on 
short  term  contracts,  can  reduce  his  own  costs,  though  not  the  real  costs  of 
the  industry  to  society,  by  reducing  output  or  shutting  down.  Undoubtedly 
this  fact  goes  far  in  explaining  the  phenomenon  of  the  business  cyde,  since 
it  involves,  as  Professor  Clark  points  out^  a  vidooa  drcie;  e»di  curtail- 
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ment  reduces  the  demand  for  other  products  and  helps  to  force  curtailment 
in  other  indnstries.  It  seems  to  me  that  he  has  hardly  given  its  full 
merited  emphasis  to  the  importance  of  the  disharmony  between  individual 
and  social  interests  which  results  from  these  conditions.  He  has  placed  his 
finger  upon  an  inherent  and  far-reaching  weakness  in  the  competitive  system 
as  a  method  of  social  organization.  It  seems  probable  that  any  provisions 
which  promise  to  deal  adequately  with  this  disharmony  and  to  iron  out  the 
disastrous  fluctuations  of  industry  must  carry  us  no  inconsiderable  way  in 
the  direction  of  socialism. 

Rkxford  G.  Tuowbll. — Consideration  of  the  three  papers  we  have  just 
heard  might  lead  an  outsider  to  wonder  how  such  diverse  subject  matter 
could  possibly  be  crowded  into  one  classification;  and  this  very  apparent 
unlikeness  among  them  has  made  me  ask  myself  what  the  hidden  similarity 
consisted  in.  How  can  the  two  words  theory  and  practice  include  at  once 
a  discussion  of  the  social  import  of  overhead  costs,  one  of  conmiercial  rent 
and  its  relation  to  profits,  and  one  of  local  factors  in  labor  turnover?  It  is 
this  particular  question  that  I  should  like  to  answer. 

Practice  by  dictionary  definition  means  the  "pursuit  of  an  employment  or 
profession" ;  theory  means  the  "philosophical  explanation"  of  the  phenomena 
of  the  employment  or  profession.  But  theory  as  a  term  must  have  another 
meaning  if  we  are  to  see  any  relationship  between  it  and  practice  other 
than  an  attempt  to  analyze  the  way  in  which  phenomena  happen  to  have 
occurred  in  the  way  they  did  occur.  If  this  were  the  only  content  of  the 
term,  ours  would  not  be  nearly  so  useful  a  profession  in  the  world  as  it  now 
is.  But,  as  a  matter  of  fact,  our  theory  exists  very  largely  as  attempts  to 
offer  suggestions  for  the  betterment  of  economic  arrangements,  and  thus 
has  a  justification  beyond  its  explanation  of  phenomena. 

Theory  is  a  product  of  the  thought  process;  and,  if  we  may  assume  that 
thought  is  not  merely  random  mental  activity  but  is  always  the  attempt 
to  resolve  some  difficulty,  we  may  then  go  on  to  a  definition  of  theory  as 
suitained  thought  about  some  difficulty  of  practice.  Theory  arises  because 
of  the  inadequacies  of  the  customary  way  of  managing  affairs. 

An  exception  to  this  would  be  formed  by  the  so-called  theory  of  pedagogi- 
cal texts  which  is  built  up  by  a  thought  process  incited  by  another  form  of 
mental  difficulty — ^the  need  to  transmit  a  body  of  knowledge  successfully 
from  teacher  to  students.  Any  suggestions  for  change  that  might  find 
their  way  into  such  thinking  would  be  few  and  would  be  purely  incidental 
to  the  main  purpose.  Such  texts  present  the  problem  to  their  writers  of 
a  dear  and  orderly  presentation  of  systems  of  practice  so  that  the  student 
may  comprehend  affairs  that  exist  and  as  they  exist.  This  is,  of  course, 
the  formal  means  devised  for  assuring  the  continuity  of  culture.  The 
teadier  is  the  representative  of  an  old  order  presenting  the  inheritance 
it  has  received  and  the  additions  that  it  has  been  able  to  add,  to  the  new 
order,  represented  by  the  student.  And,  of  course,  the  need  for  it  becomes 
more  pressing  as  industrial  practice  becomes  more  complex.  But  if  this 
is  to  be  termed  theory,  then  the  thinking  that  is  engendered  by  the  Inad- 
equacies of  practice  and  which  by  its  very  nature  is  not  explanatory  or 
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analytical  but^  on  the  contrary^  destructively  critical  (either  specifically 
or  by  implication)  of  methods  of  practice^  onght  to  be  called  by  some 
other  name. 

We  are  dear  abont  this  in  a  rough  sort  of  way.  We  call  books  abont 
things  as  they  are^  books  of  principles;  and  principles  that  have  passed 
into  history  become  doctrines.  A  principle  connotes  respectable  acceptance 
and  no  novel  ideas  would  be  included.  But  a  theory  is  almost  always  a 
ftovd  idea;  and  so  principles  and  theories  ought  not  to  be  confused.  We 
gain  in  calling  them  by  thdr  right  names. 

So  it  seems  fitting  that  our  texts  for  use  in  transmitting  the  thought  of 
one  age  to  the  men  of  the  next  age  should  be  called  "principles  of  economics^'' 
and  should  be  composed  of  the  best  accepted  analysis  carefully  systematized 
ahd  dearly  presented;  and,  likewise,  that  our  record  of  past  prindples 
should  be  called  "histories  of  doctrines."  But  this  is  not  theory.  When 
one  theorises  he  is  thinking  about  ways  in  which  our  institutions  can  be 
made  to  work  better.  And  this  is  not  a  pedagogical  effort,  but  one  of  quite 
another  nature.  It  is,  in  fact,  the  process  of  the  formulation  of  inunediate 
ideals. 

I  have  a  number  of  friends,  men  of  affairs,  who  are  interested  in  the 
"philosophical  explanation"  of  what  they  are  doing  as  they  go  about  their 
business.  They  call  this  "theory"  as  contrasted  with  "practice";  but  it  is 
not  really  theory  at  all  in  which  they  are  interested,  but  the  analysis  of 
practice  rather. 

But  it  might  profitably  be  pointed  out  that  they  might  also  gain  some- 
thing from  the  study  of  theory,  that  is  to  say,  the  cogitations  of  economists 
about  the  ways  in  which  the  industrial  organization  might  be  made  to 
operate  more  successfully.  Cases  in  point  are,  of  course,  furnished  by  the 
papers  to  which  we  have  just  listened.  For  the  managers  of  industry,  in 
general,  represent  practice.  It  is  the  activities  carried  on  by  tliem, 
carefully  collated  and  generalised  by  specialists,  that  form  the  body  of 
economic  prindples.  And  it  is  the  criticisms  of  thdr  methods  and  su£^ 
gestions  for  betterment  that,  in  general,  make  up  the  subject  matter  of 
theory. 

We  have  been  listening  here  to  theory ;  and  it  is  the  fact  that  these  papers 
are  all  theory  in  this  special  and  accurate  sense,  which  creates  their 
similarity.  They  commonly  had  beginnings  in  mental  difficulties  raised  by 
spedfic  needs  for  betterment  which  formed  challenges  to  the  intelligence 
of  thinkers.  When  Professor  Secrist  searches  for  the  definitive  rdation- 
ship  between  commercial  rents  and  profits  and  comes  to  the  condusion 
that  the  rise  of  the  one  is  inevitably  associated  with  the  fall  of  the  other, 
and  is  driven  to  the  immediate  assignment  of  the  reason  for  this  condition 
to  the  imperfections  of  competition  as  an  adjusting  force,  he  is  in  effect 
pointing  out  that  competition,  upon  which  we  rdy  to  perform  this  function, 
simply  does  not  work  and  that  something  will  have  to  be  done  about  it. 
And  when  Miss  Bezanson  discusses  the  problem  of  labor  turnover  as  affected 
by  local  factors,  she  is  driven  again  and  again  to  making  suggestions  for  the 
cutting  down  of  labor  turnover.  That  is  why  the  study  of  labor  turnover 
is  profitable — ^because  it  forms  a  problem  which  is  a  defect  of  our  industrial 
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sjstem,  and  is  also  a  challenge  to  the  intelligence  of  students  in  that  field. 
And  when  Professor  Clark  attacks  the  problem  of  the  social  import  of  over- 
head costs  and  comes  to  the  conclusion  that  employers,  for  the  good  of 
society,  ought  to  bear  a  larger  share  of  labor  overhead  than  they  customarily 
do;  or  that  our  methods  of  financial  accounting  are  faulty  that  lead  us  to  the 
conclusion  that  idleness  is  not  waste  and  that  it  is  better  to  have  labor 
remain  idle  than  to  engage  in  tasks  that  do  not  issue  in  commercially  profit- 
able product — ^he  is  making  very  definite  suggestions  for  change. 

It  seems  to  me,  at  least,  to  be  dear  enough  that  the  study  of  such  papers 
as  these  which  are  theoretical,  holds  the  key,  really,  to  industrial  progress. 
Certainly  it  cannot  be  too  much  to  say  that  their  study  and  the  wide  and 
rapid  diasemination  of  their  concrete  suggestions,  witli  the  trial  of  their 
effects  in  many  imaginations,  and,  if  it  seemed  feasible  then,  their  trial 
in  practice,  would  yield  results  that  could  be  got  in  no  other  way. 

But  then,  too,  tiie  purely  educational  value  of  theory  as  a  subject  of 
study  as  over  against  the  study  of  principles  or  doctrines  ought  not  to 
be  overlooked.  For  the  study  of  current  theory  is  the  study  of  trained 
intelligences  at  grips  with  problems  that  are  the  crucial  ones  of  modem 
life.  It  might  be  argued,  of  course,  that  it  would  be  as  well  for  this  pur- 
pose to  study  principles  or  doctrines  since  they  represent  the  attempts 
of  trained  minds,  made  in  the  past,  to  meet  simjlar  problems,  and  even 
better,  since  these  are  now  raised  out  of  the  field  of  emotional  contro- 
versy; and  this  might  be  true  if  it  were  not  that,  in  the  first  place,  students 
are  more  interested,  necessarily,  in  contemporary  life  and  so  drawn  naturally 
to  its  problems  and,  in  the  second  place,  that,  try  as  we  may,  we  cannot 
ever  completely  recreate  the  conditions  in  which  the  ndnds  of  the  past 
worked,  as  we  should  have  to  be  able  to  do  to  miake  the  lesson  a  really 
valuable  one. 

More  and  more,  education  becomes  a  matter  of  awakening  the  intelli- 
gence of  the  student  and  giving  his  awakened  intelligence  material  to  work 
with  which  seems  to  him  important  and  interesting.  And  for  this  purpose 
there  could  be  no  better  educational  device  than  the  formulation  of  these 
recondite  difficulties — ^which  are  nevertheless  important  and  pressing — 
settixig  the  student  to  try  for  an  intelligible  and  workable  solution,  and  then 
presenting  him  with  the  finished  theory  of  the  trained  economist  as  a  cor- 
rective of  his  own  attempt.  A  student  so  trained  ought  to  be  better  fitted 
to  take  his  place  in  the  world  of  affairs  than  one  who  has  merely  been  re- 
quired to  memoriae  the  accepted  principles  of  an  older  generation,  trans- 
mitted to  him  by  his  masters. 

In  all  these  ways,  for  the  purposes  of  business  men,  who  must  adopt 
them  if  they  are  to  be  adopted,  and  must  give  them  their  significance  in  a 
going  world  if  they  are  to  attain  any  real  significance;  for  the  purpose  of 
die  student  who  needs  them  as  a  supplement  to  his  formalised  study;  and 
of  society,  which  needs  the  suggestions  for  improvement,  theory,  sudi  as  is 
^wflwMliii^l  in  these  papers,  ought  to  have  wider  uses  Uian  we  have  been 
inclined  to  give  it. 
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Seeing  that  other  speakers  will  follow  with  a  discussion  of  concrete 
and  practical  problems,  I  shall  limit  myself  to  economic  theory  in  its 
relation  to  economic  policy,  abstracted  from,  yet  common  to,  the 
concrete  problems  as  I  understand  them. 

Adam  Smith  started  economic  science  with  two  theories  which  did 
not  always  coincide — a  theory  of  value  and  a  theory  of  prosperity. 
The  theory  of  value  began  with  the  individual,  the  theory  of  pros- 
perity began  with  the  nation.  According  to  the  theory  of  value  the 
individual  acquires  for  himself  the  largest  possible  net  income  re- 
gardless of  the  effect  on  others.  According  to  the  theory  of  pros- 
perity the  nation,  by  its  laws  and  customs,  proportions  inducements 
to  various  classes  of  producers  and  non-producers  in  such  a  way 
as  to  augment  or  retard  the  gross  income  of  the  nation.  By  the 
help  of  his  theory  of  value  Adam  Smith  saw  and  exposed  many  cases 
of  bad  proportioning  in  the  national  policies  of  his  time  and  showed 
that  they  made  the  national  income  less  than  it  might  have  been  by 
a  better  proportioning.  Then  he  reconciled  his  theories  of  value 
and  prosperity  by  constructing  an  ideal  society  in  which  there  should 
be  no  economic  legislation,  no  corporations,  and  no  labor  unions; 
in  which  case,  he  thought,  each  individual,  though  seeking  only  his 
own  prosperity,  would  be  guided  by  an  ^^invisible  hand"  leading  him  to 
augment  the  prosperity  of  the  nation  though  he  did  not  intend  to 
do  so.  Thus  his  individualistic  theory  of  value  had  to  be  supple- 
mented by  a  theory  of  divine  providence  in  order  to  be  reconciled 
with  his  liieory  of  prosperity. 

Now,  as  we  know,  Adam  Smith's  ideal  society,  to  which  his  theory 
of  value  might  fittingly  apply,  has  not  emerged.  One  corporation 
has  several  thousand  investors,  and  employs  several  hundred  thous- 
and laborers,  and  a  union  of  800,000  laborers  lays  down  its  tools 
as  though  it  were  one  man.  There  is  no  divine  providence  about  it, 
and  if  there  is  an  invisible  hand  it  is  the  hand  of  a  board  of  directors 
or  an  executive  committee.  Instead  of  individuals  we  have  mass 
movements  and  mass  psychologies.  Instead  of  a  steady  flow  of  in- 
dustrious workers  and  small  business  men  and  farmers  in  an  ideal 
society,  quietly  shifting  about  as  individuals  from  poor  jobs  to  better 
jobs,  as  Adam  Smith  hoped,  we  have  the  whole  world  holding  on  for 
higher  prices  and  wages  in  a  period  of  overworked  prosperity  and 
then  suddenly  stopping  in  unison  without  knowing  why.  What  is 
wanted  is  to  get  back  to  Adam  Smith's  theory  of  prosperity  and  to 
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construct  a  theory  of  value,  of  wages,  interest,  and  profits,  which 
shall  be,  at  the  same  time,  a  theory  of  prosperity,  without  the  invisible 

The  essential  thing  about  a  theory  of  prosperity  is  that  it  starts 
with  the  gross  income  and  gross  product  of  the  nation  as  a  whole, 
instead  of  the  net  income  of  individuals,  and  with  the  laws,  customs, 
usages,  conflicts,  and  inducements  which  lead  individuals  and  classes 
of  individuals  to  augment  or  retard  that  national  income  and  prod- 
uct. And  the  theory  of  value  that  fits  such  a  theory  of  prosjier-^ 
ity  is  a  theory  of  a  process  and  not  an  attribute — a  process  of  valu- 
ing by  millions  of  individuals  in  the  course  of  billions  of  transactions, 
through  which  individuals  and  classes  of  individuals  are  persuading, 
coercing,  commanding,  obeying,  and  propagandizing  each  other.  The 
nation  is  a  going  concern,  a  process  that  has  no  beginning  and  no 
ending,  a  process  of  inducing  people  to  work,  to  save,  and  to  manage, 
while  value  itself  is  not  an  attribute  of  conmiodities  nor  a  pain  or 
pleasure  of  individuals,  but  value  is  the  process  of  valuing  by  which 
these  inducements  get  themselves  realized  in  the  behavior  of  laborers, 
investors,  and  business  men. 

The  concept  of  value  as  a  verb  instead  of  a  noun  changes  the  theory 
of  value  from  a  deductive  theory  of  what  individuals  would  do  if 
they  were  free,  equal,  intelligent,  and  sympathetic,  as  in  Adam  Smith's 
ideal  society,  to  a  statistical  theory  of  what  they  actually  and  proba- 
bly will  do  since  they  are  neither  free,  equal,  intelligent,  nor  unselfish/ 

I  used  to  think  that  the  big  business  men  of  the  financial  district 
in  New  York  were  free  and  intelligent,  but  it  is  likely  that  a  small 
study  club  in  a  little  western  town  is  equally  intelligent;  and  that 
when  these  financiers  act  in  unison  it  is  because  for  the  time  being 
their  selfishness  coincides  with  forces  that  they  do  not  understand 
and  cannot  control.  Theirs,  too,  is  a  mass  psychology  and  mass 
movonent,  like  that  of  organized  and  unorganized  laborers,  or  organ- 
ized and  unorganized  farmers. 

We  can  see  statistically  how  this  mass  psychology  of  all  classes 
operates.  At  a  time  when  the  rate  of  bank  discount  is  low,  when 
money  is  ''easy"  and  prices  look  as  though  they  were  rising,  then  all 
individuals  with  one  accord,  but  without  conspiracy,  mark  up  their 
prices  and  wages,  hold  back  for  higher  prices,  and  give  the  false  im- 
pression that  they  are  a  monopoly  whereas  they  are  mostly  an  unor- 
ganized mass  psychology.  Then  when  the  bank  rate  goes  up  and 
money  gets  'Hight,"  they  all  with  one  accord  suddenly  mark  down 
their  prices,  throw  overboard  the  stocks  of  goods  which  they  have 
been  holding,  and  give  the  correct  impression  of  mob  psychology. 

The  effect  can  be  seen  in  the  statistics  of  the  nation's  gross  product 
and  gross  income — ^at  one  period  an  immense  but  wasteful  energy  of 
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oTerproduction,  at  another  period  idle  plant  and  idle  workers.  The 
theories  of  value,  and  the  theories  of  wages,  interest,  and  profits  that 
explain  these  phenomena  cannot  be  mere  individualistic  or  deductive 
theories  of  marginal  utility,  but  must  be  a  statistical  theory  of  the  lags, 
forecasts,  and  probabilities  of  mass  psychology  and  national  pros- 
perity. 

An  auspicious  beginning  of  the  statistical  study  of  this  mass  pay* 
chology  and  its  effect  on  national  prosperity,  has  been  made  since 
the  Great  War.  The  Harvard  Committee  on  Economic  Research 
has  greatly  improved  our  statistical  instruments  for  measuring  and 
forecasting  the  business  cycle.  The  National  Bureau  of  Economic 
Research  has  started  the  accurate  measurement  of  our  gross  national 
product  and  its  distribution  into  national  income.  The  Committee 
of  the  Federated  American  Engineering  Societies  has  given  us  the 
beginning  of  a  national  survey  of  waste  in  industry.  These  three  notable 
undertakings  should  be  looked  upon  as  almost  a  new  era  in  economic 
theory.  For  the  first  time  economic  theory  has  the  foundations  for 
a  theory  of  prosperity,  and  such  a  theory  is  at  the  same  time  the 
foundation  for  a  national  economic  policy.  Theory  and  policy  are 
inseparable.  A  national  economic  policy  is  a  policy  of  proportion- 
ing inducements  to  individuals  and  classes  in  order  to  promote  na- 
tional prosperity.  An  economic  theory  is  an  explanation  of  all  the 
forces  at  work  and  of  the  probabilities  that  may  be  expected  in  work- 
ing out  a  policy.  A  policy  looks  to  the  future — ^a  theory  criticises, 
modifies,  or  justifies  the  policy. 

One  subdivision  of  a  national  economic  policy  is  a  national  wage 
policy.  But  a  wage  policy  cannot  be  separated  from  a  land  policy, 
a  money  and  credit  policy,  a  taxation  policy,  or  a  policy  regarding 
business  profits,  in  its  many  varieties,  all  the  way  from  farmers  to 
railroads,  trusts,  bankers,  and  financiers. 

The  first  large  and  dominating  fact  is  our  credit  system.  Primary 
producers  must  be  paid  thirty  days  to  thirty  years  before  the  ulti- 
mate consumers  make  the  final  compensation  to  all  preceding  pro- 
ducers. The  process  of  making  these  payments  is  altogether  a  pro- 
cess of  forecasting;  and  it  is  out  of  the  mistakes  of  forecasting  that 
the  control  of  most  of  our  industries  has  eventually  been  tamed 
over  to  the  bankers  and  financiers  whose  specialty  is  that  of  fore- 
casting. So  far  has  this  centralization  gone  that  today  it  is  the 
financiers  at  the  lower  end  of  Manhattan  who  determine,  for  the  bulk 
of  the  big  industries  of  the  nation,  what  shall  be  the  nation's  wage 
policy.  Although  strenuously  competing  with  each  other,  and  often 
very  bitter  towards  each  other,  yet  they  act  very  nearly  in  iimson 
on  the  nation's  wage  policy.  Occasionally  a  business  man,  like  Henry 
Ford,  revolts  but  if  perchance  he  should  make  a  serious  mistake  in 
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his  process  of  forecasting,  he,  too,  might  fall  under  their  control, 
and  likewise  his  wage  policy. 

Confronting  this  financial  control  are  the  theories  and  policies 
of  organized  labor  and  of  other  laborers  who  would  be  organized  if 
they  could.  For  it  should  be  recognized  that,  while  organized  labor 
includes  only  perhaps  15  to  20  per  cent  of  the  total  number  of  laborers, 
yet  if  we  could  enumerate  the  existing  laborers  who,  at  one  time  or 
another  in  their  lives,  have  tried  to  organize  but  have  been  defeated,  the 
percentage  of  those  who  potentially  hold  to  the  theories  and  subscribe 
to  the  policies  of  organized  labor  would  be  considerably  more  than 
15  to  20  per  cent.  Thus  we  have  two  mass  movements  and  mass* 
psychologies,  partly  organized,  partly  unorganized,  with  two  sets 
of  theories  and  policies,  endeavoring  to  impose  the  same  on  each  other 
and  on  the  nation.  That  third  group,  sometimes  known  as  the 
middle  class  and  largely  composed  of  farmers,  has  been  practically 
reduced  to  impotence  in  some  of  the  countries  of  Europe  and  in 
Australia,  and  it  requires  no  extensive  inquiry  to  note  that  a  similar 
process  is  going  on  in  this  country. 

If,  now,  we  examine  the  two  main  groups  of  wage  theories  which 
have  claimed  attention  during  the  past  hundred  years,  we  shall  see 
that  they  are  based  on  Adam  Smith's  ideal  of  a  society  of  individuals 
shifting  readily  from  one  job  or  industry  to  another,  rather  than 
on  the  actual  society  of  laws,  customs,  mass  movements,  and  mass 
psychologies. 

First  is  the  original  cost-of-subsistence  theory  based  on  the  evi- 
dent fact  that  the  employers  must  pay  wages,  and  on  the  theory  that  , 
these  wages  will  not  permanently  sink  below  a  minimum  that  will 
keep  the  population  intact.  This  form  of  the  subsistence  theory  ended 
in  Lassalle's  iron  law  of  wages,  which  denied  that  either  cooperators  - 
or  organized  labor  could  keep  wages  above  the  physical  minimum, 
and  hence  led  to  the  policy  of-  socialism. 

Then  the  subsistence  theory  shifted  in  America  to  Ira  Steward's  « 
golden  law  of  wages,  which  maintained  that  wages  were  determined 
by  the  cost  of  subsistence  of  the  most  expensive  laborers,  those  whose 
standards  of  living  were  the  highest.  Yet  this  theory  required  a 
policy  of  national  and  state  legislation  which  would  limit  the  hours 
of  aU  laborers  to  eight  per  day,  on  the  principle  that  standards  of 
living  might  be  raised  by  indirect  compulsion  of  individuals.  When 
Ira  Steward's  policy  failed  to  get  a  vote  of  the  legislatures,  his 
theory  was  taken  over  in  the  trade-union  policy  that  organized  labor 
should  lay  down  the  rules  for  industry,  and  thus  make  it  possible 
for  high-standard  laborers  either  to  bring  low-standard  laborers 
up  to  their  level  or  to  exempt  themselves  from  the  competition  of 
low-standard  laborers. 
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Hence,  in  either  of  its  formulations,  the  cost-of-subsistence  theory 
overlooked  the  cycles  of  unemployment,  the  mass  movements  of  poli- 
tics or  industry,  and  the  need  of  having  a  national  product  out  of 
which  wages  might  be  paid.  The  last  mentioned  omission  led  the  way 
to  productivity  theories.  According  to  this  theory  in  some  of  its 
formulations,  every  laborer  gets  in  wages  the  exact  equivalent  of  what 
he  produces.  This  also  is  based  on  the  evident  fact  that  the  em- 
ployer cannot  continuously  pay  wages  unless  the  laborer  turns  over 
to  him  a  product,  and  on  Adam  Smith's  ideal  of  individuals  quietly 
leaving  positions  where  their  product  is  meager  and  entering  posi- 
tions where  their  product  is  greater.  The  defect  of  this  theory  was 
in  the  double  meaning  of  ^^productivity."  If  the  isolated  laborer 
creates  a  product  for  his  own  use,  then,  of  course,  his  wage  or  income 
is  exactly  equal  to  his  product.  But  if  he  creates  a  product  for 
sale,  his  wage  is  equal  only  to  the  exchange  value  of  his  product.  One 
is  physical  productivity,  the  other  is  value-productivity.  And  value- 
productivity  is  increased  just  as  much  by  not  producing  too  much 
as  by  producing  enough,  and  is  diminish^  by  producing  too  much. 
When  this  predicament  is  discovered,  instead  of  individuals  peace- 
fully transferring  themselves  elsewhere,  the  whole  of  the  national  in- 
dustry suddenly  shuts  down,  and  a  mass  movement  ensues  demanding 
a  protective  tariff  or  restriction  on  immigration,  or  shorter  hours, 
or  some  other  policy  of  restricting  supply,  either  by  legislation  or  by 
organization.  Thus  the  productivity  theories  overlooked  the  cycles 
of  overproduction,  just  as  the  subsistence  theories  overlooked  the 
cycles  of  underproduction. 

The  Wage-Fund  Theory  was  the  first  formulation  of  a  theory 
,  of  national  prosperity  that  might  include  both  the  productivity  and 
subsistence  theories.  It  was  based  on  the  truism  that  the  total  amount 
paid  in  wages  could  not  be  greater  than  the  total  amount  which  capi- 
talists were  willing  and  able  to  pay  as  wages,  and  on  the  fallacy  that 
capitalists  would  pay  exactly  that  given  amount  in  wages,  no  matter 
how  many  or  how  few  the  number  of  laborers.  Hence  trade  unions 
could  not  raise  wages.  They  could  only  transfer  wages  from  the 
unorganized  to  the  organized  workers — and  the  only  way  for  labor^ 
ers  to  increase  their  wages  per  capita  was  to  practice  restriction  of 
population. 

Now,  it  is  the  wage-fund  theory,  or  something  similar,  that  un* 
derlies  mass  movements  and  mass  psychologies.  The  intentions  of 
capitalists  do  determine  the  amount  of  products  that  shall  be  paid  as 
wages,  but  the  wage-fund  theory  did  not  explain  what  it  was  that 
determined  the  intentions  of  capitalists.  All  that  is  told  was  that  self- 
interest  determined  their  intentions.  This  is  accurate  enough  but 
not  illuminating.     It  leads  us  only  to  the  conclusion  that  neither 
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the  desire  to  increase  the  production  of  wealth  nor  to  increase  the 
happiness  of  mankind  determines  the  intentions  of  capitalists  if  there 
is  no  profit  to  be  gained,  and,  therefore,  the  wage-fund  theorists  had 
to  fall  back,  openly  or  impliedly,  on  Adam  Smith's  invisible  hand  to 
supplement  the  intentions  of  capitalists.  But  this  solution  is  in- 
adequate, for  self-interest  evidently  ojierates  at  one  time  to  increase  % 
the  production  of  wealth,  when  profits  are  in  prospect,  and  at  another 
time  to  restrict  or  stop  the  production  of  wealth,  when  profits  begin 
to  slow  down. 

The  only  alternative  to  Adam  Smith's  solution,  short  of  socialism, 
seems  to  be  a  national  policy  resjiecting  profits,  interest,  credit,  taxa- 
tion, and  wages  which  shidl  induce  capitalists,  through  their  sdf- 
interest,  continuously  to  promote  the  production  of  wealth  and  the 
happiness  of  mankind  and  at  no  time  to  restrict  or  stop  production. 
Such  a  policy  is  a  very  large  order  and  may  be  impossible.  Yet  the 
report  to  the  Federated  Engineering  societies  made  a  beginning  in 
a  tentative  way  for  six  industries  by  attempting  to  allocate  the  re* 
sponsibility  for  existing  waste  in  industry  on  the  basis  of  whether 
management,  labor,  or  the  outside  public  is  in  a  position  to  remove 
the  causes  of  waste.  Management's  responsibility  appears  to  range 
from  50  per  cent  to  81  per  cent;  labor's  responsibility  from  9  per 
cent  to  28  per  cent;  outside  contact,  not  controllable  by  manage- 
ment or  labor,  9  to  40  per  cent.  If  to  these  were  added  the  responsi- 
bilities of  financiers  in  the  control  of  our  credit  system  with  its  busi- 
ness cycles,  causing  an  additional  waste  not  covered  by  the  engineers, 
it  may  be  judged  how  large  indeed  is  the  field  for  national  policies  ^ 
that  might  induce  those  in  control  of  industry  to  augment  the  national 
production  of  wealth. 

Even  where  labor  organizations  are  cited  as  responsible  for  waste, 
a  large  part  of  the  waste  which  they  cause  is  due  to  the  seasonal  and 
cyclical  nature  of  the  industry  and  the  resulting  theory  common  to 
all  laborers,  organized  and  unorganized,  and  similar  to  the  wage- 
fund  theory,  that  there  is  only  a  limited  amount  of  work  to  be  done, 
which  should,  therefore,  be  stretched  out  and  shared  with  the  un- 
employed. What  is  true  of  capitalists  is  therefore  also  true  of  la- 
borers. For  them  the  old-time  productivity  theory  is  meaningless, 
for  its  real  significance  is  that  of  value-productivity  and  not  physi- 
cal productivity.  Both  they  and  capitalists  can  produce  too  much, 
just  as  they  can  produce  too  little.  And  the  older  cost-of-subsist- 
ence  theory  is  obnoxious,  for  it  gives  to  the  laborers  no  share  in  the 
increasing  wealth  of  the  nation.  Did  we  exist  in  Adam  Smith's  ideal 
society,  without  legislation,  corporations,  unions,  or  depressions  of 
trade,  then  the  older  theories  might  suffice.  But  living,  as  we  do, 
in  a  society  where  organizations  and  mass  movements  are  pressing 
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on  all  sidesy  and  industry  is  oscillating,  those  theories  are  necessarily 
converted  into  policies.  Every  board  of  arbitration,  every  govern- 
mental agency  dealing  with  labor,  every  legislature  and  court  of 
law,  confronted  with  the  labor  problem,  has  its  jMirt  in  formulating 
this  national  policy.  The  national  product  must  be  increased,  but 
it  cannot  be  increased  except  by  such  a  conscious  guidance  of  the 
sdf-interest  of  individuals  and  classes  of  individuals  as  will  lead  them 
to  atigment  the  national  wealth  without  intending  to  do  so. 

Now  the  mass  movements  of  labor,  whether  organized  or  unor- 
ganized^ are  not  in  a  position  greatly  to  augment  the  national  pro- 
duet  directly  by  their  own  initiative.  They  depend  on  the  initiative 
of  capitalists.  Their  action  is  negative.  Their  only  power  is  the 
power  to  quit  work  or  refuse  to  work  in  the  effort  to  maintain  or  enlarge 
their  standards  of  living.  Indirectly  this  n^ative  power  is  a  com- 
pelling force  that  is  inducing  capitalists  to  adopt  wage  policies  that 
shall  augment  the  nation's  wealth  while  increasing  their  own  profits. 
Without  this  pressure  from  below  the  modern  ^^personnd'*  work,  so- 
called,  and  its  policies  of  labor  management,  would  attract  little  or  no 
attention  from  the  absentee  capitalists  who  control  our  industries. 
It  is  this  that  is  doing  a  smuch  or  more  than  anything  else  to  elint- 
inate  waste  in  industry.  The  mechanical  efficiency  and  inventive- 
ness of  our  industries  is  already  far  greater  than  our  capacity  to 
use  the  same  continuously  and  ^ciently.  It  is  the  day-to-day  guidr 
ance  of  the  human  factor  in  industry  that  now  reveals  itself  as  the 
limiting  factor.  And  modern  business  under  the  stimulus  of  profits 
is  entirely  capable  of  accomplishing  in  this  direction  as  much  as  it 
has  accomplished  in  the  mechanical  direction,  if  the  nation's  policies 
are  such  that  profits  will  be  found  in  this  direction.  As  long  as  we 
had  an  abundant  supply  of  cheap  labor  from  Europe  and  Asia, 
there  was  no  need  of  an  enlightened  labor  policy  on  the  part  of  capi- 
talists, and  the  effort  now  to  open  the  gates  again  is  an  effort  to 
avoid  an  efficient  wage  policy.  Restriction  of  immigration  and  free- 
dom of  labor  to  quit  work  may  be  ex])ected  to  yield  on  the  part  of 
business  management  an  efficiency  in  the  field  of  so-called  ^^ndustrial 
engineering"  similar  to  that  in  the  field  of  mechanical  engineering. 
The  waste  of  the  human  factor  is  the  big  and  irreparable  waste.  To 
avoid  this  waste  the  capitalist  system  should  take  on  itself,  volun- 
tarily or  by  legislation,  the  responsibility  of  furnishing  continuona 
emjiloyment ;  should  direct  itself  to  reducing  labor  turnover,  to  dove- 
tailing seasonal  work  and  to  smoothing  out  the  business  cycle.  Labor 
cannot  reach  a  very  high  efficiency  when  the  hopes  of  the  laborers 
are  dashed  and  their  resentment  is  provoked  by  these  breaks  in  the 
continuity  of  employment.  For  after  all,  it  is  willingness  that  pro- 
duces wealth.     There  is  no  invisible  hand  about  it,  no  natural  equi- 
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librium  of  forces  of  nature  that  augments  the  national  wealth  by 
mere  trngidded  self-interest.  There  is  rather  a  national  economic 
policy,  whether  intelligent  or  mistaken,  conscious  or  unconscious, 
that  induces  individuals  and  classes  of  individuals  to  augment  or  re- 
tard the  national  wealth  while  pursuing  only  their  private  wealth. 
The  subsistence  theories,  the  productivity  tiieories,  the  wage-fund 
theories,  are  by  no  means  antiquated  in  the  formulation  of  these  na- 
tional economic  policies.  They  merely  resolve  themselves  into  stand- 
ards of  living  that  demand  recognition,  elimination  of  waste  that 
permits  their  recognition,  and  the  total  national  process  by  whidi 
the  laws,  customs,  and  mass  movements  convert  the  national  capital 
into  national  income.  None  of  than  serves  by  itself,  as  Taussig 
has  well  shown  in  regard  to  the  wage-fund  theory,  to  ^give  guid- 
ance as  to  any  concrete  difBculties  or  practical  problems.''^  Yet 
eadi  of  them  is  a  necessary  ingredient  to  be  somehow  given  its  due 
weight  in  formulating  the  nation's  wage  policies  with  reference  to  the 
nation's  total  economic  policies. 
Taiuaig,  F.  W^  TTo^m  and  CapUai,  882  (1900). 


THE  STANDARD-OF-LIVING  FACTOR  IN  WAGES 

Bt  WiiiLiAM  Fdbldikg  Oobuen 
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The  standard  of  living  as  a  factor  in  setting  wages  came  to  be  of 
considerable  importance  during  the  war  when  prices  were  rising.  Pre- 
viously, interest  in  this  aspect  of  wages  had  come  about  through 
the  study  of  poverty,  through  the  normal  growth  of  budget  studies, 
and  through  the  development  of  state  minimum  wage  laws  for  women. 
During  the  war  period,  the  first  use  of  the  standard  of  living  as  a 
basis  of  wage  settlements  was,  I  believe,  by  the  President  of  the 
American  Economic  Association,  Professor  Seager,  who  was  then 
the  Secretary  of  the  Shipbuilding  Labor  Adjustment  Board. 

During  the  war,  the  standard  of  living  and  earnings  became  in  a 
very  vivid  manner  the  interest  of  every  one,  and  a  matter  of  public 
knowledge.  Wage  adjustments  were  frequent,  and  turned  on  the 
standard-of-living  issue,  so  that  never  before  had  the  standard  of 
living  been  given  so  much  consideration  as  a  wage  factor. 

Since  the  war,  however,  and  particularly  since  the  recent  fall  in 
prices  beginning  in  the  summer  of  1920,  living  costs  have  almost 
dropped  out  of  discussion,  and  similarly  their  use  in  setting  wages. 
Wage  earners,  and  particularly  their  chief  spokesmen,  the  skilled 
workmen,  said  little  about  the  cost  of  living,  because  since  they 
argued  for  increased  wages  when  prices  were  rising  it  might  be  ex- 
pected that  they  would  take  a  reduction  in  wages  when  prices  were 
falling.  Employers,  who  in  general  have  never  shown  enthu- 
siastic interest  in  cost-of-living  statistics,  particularly  in  budget  de- 
tails, have  tried  very  little  to  base  their  wages  on  the  standard  of 
living.  With  the  pressure  of  rising  prices  removed,  the  public  has 
not  been  so  much  interested. 

While  the  interest  in  the  standard  of  living  as  a  factor  in  wage 
adjustments  has  greatly  declined,  it  is  thought  that  this  shift  in 
interest  is  only  temporary,  partly  occasioned  by  falling  prices.  Be- 
caiuse  of  the  belief  that  this  lack  of  interest  is  temporary  and  that 
the  standard  of  living  will  in  the  future  be  considered  more  important 
as  a  factor  in  wages,  I  wish  to  comment  briefly  on  certain  outstand- 
ing experiences  which  have  resulted  from  its  use  during  the  past  four 
or  five  years. 

In  the  first  place,  I  should  like,  by  way  of  introduction,  to  recall 
to  your  mind  the  more  or  less  generally  accepted  idea  of  the  relation 
of  the  standard  of  living  to  wages.  This  relationship  is,  briefly,  a 
matter  of  social  policy.  According  to  the  prevailing  theories  of 
wages,  wages  are  determined  by  supply  and  demand,  working  out 
through  determination  by  means  of  marginal  productivity,  in  which 
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process  bargaining  plays  a  more  or  less  important  part.  These 
forces  that  set  wages  can  be  affected  by  social  policy,  just  as  prices, 
although  determined  by  certain  forces  of  supply  and  demand,  can  be 
influenced  by  monoply  or  the  tariff.  For  instance,  if  all  industries  not 
now  paying  a  living  wage  were  required  to  do  so  or  cease  activity,  the 
result  would,  of  course,  affect  supply  and  demand,  and  the  pro- 
ductivity per  unit  of  labor  would  be  raised.  Such  a  result  might 
occur  through  a  reduction  of  supply,  or  through  increased  efficiency 
of  management,  or,  in  the  case  of  low-paid  workers,  through  an  in- 
crease in  physical  efficiency.  These  processes  are  familiar  to  you; 
I  only  want  to  recall  to  you  that  wages  can  be  paid  on  the  basis  of 
the  standard  of  living,  if  public  policy  so  determines  either  through 
l^pslation  or  the  mores. 

I  think  it  can  be  said  that  during  the  war  public  policy  did  try 
to  regulate  wages  on  the  basis  of  living  costs.  This  experience 
showed  that  at  that  time  the  consideration  of  the  standard  of  living 
as  a  basis  of  wage  settlements  was  practical,  but  this  experience  also 
showed  that  the  application  of  the  standard-of-living  factor  to  wage 
settlements  involved  a  fairly  complicated  technique,  which  was  not 
always  clearly  understood.  It  seems  desirable  at  this  time  to  pass 
in  review  a  few  of  these  points  about  which  there  is  a  confusion,  as 
judged  from  our  recent  experience,  in  the  interests  of  facilitating 
the  use  of  cost-of-living  figures  in  future  wage  adjustments. 

In  the  recent  wage  adjustments  in  the  coal  industry  and  in  the 
railroad  industry,  it  was  quite  evident  that  there  was  much  confusion 
in  the  mind  of  the  public  over  the  standard-of-living  budgets.  This 
confusion  arose  from  the  fact  that  there  are  several  different  levels 
of  living  and  not  just  one  standard  of  living.  Two  of  these  levels 
of  living  have  been  particularly  well  studied.  They  are  the  minimum- 
subsistence  level  and  the  minimum-comfort  level.  The  minimum- 
subsistence  standard  of  living  is  supposed  to  provide  just  a  bare 
subsistence.  It  can  be  determined  in  terms  of  death  rates,  sickness 
rates,  and  calorie  needs.  It  is  that  wage  that  is  thought  of  when  we 
speak  of  requiring  industry  to  pay  a  living  wage  and  say  that  other^ 
wise  it  is  parasitic  and  ought  not  to  be  permitted  to  exist. 

So  drastic  a  policy  has  never  been  urged  for  the  minimum-comfort 
wage,  however  desirable  it  may  be  socially  to  raise  the  standard  of 
living.  Condemning  an  industry  for  not  paying  a  living  wage  de- 
pends upon  what  living  wage,  whether  the  minimum-subsistence  wage 
or  some  higher  level,  is  meant.  Very  frequently  the  minimum-comfort 
wage  has  been  erroneously  called  the  minimum-subsistence  wage. 

Another  use  of  standard-of-living  figures  that  has  made  it  seem 
impractical  is  the  tendency  to  apply  standards  worked  out  in  one 
locality  to  another  and  different  locality.     It  is  frequently  said  that 
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it  costs  a  certain  sum  for  a  family  of  five  to  live  in  the  United  States 
today.  There  is,  of  course,  not  just  one  single  cost  for  the  United 
States.     There  are  many,  varying  from  locality  to  locality. 

Just  how  great  a  variation  there  is  between  different  regions  can- 
not be  told  without  special  investigation.  But  from  the  data  col- 
lected by  the  United  States  Bureau  of  Labor  Statistics  from  all 
r^ons  of  the  United  States,  the  difference  in  cost  of  living  according 
to  sections  of  the  nation  appears  to  be  slight;  perhaps  it  is  a  little 
lower  on  the  Pacific  Coast. 

The  variability  is  somewhat  greater,  however,  by  size  of  the  par- 
ticular locality.  The  cost  of  living  in  the  very  large  city  is  not 
greatly  different  from  the  cost  of  living  of  the  large  city.  But  there 
seems  to  be  a  good  deal  of  difference  between  the  cost  of  living  in  the 
large  city  and  in  the  small  town  or  village.  We  have  very  little 
statistical  data  concerning  cost-of-living  standards  on  the  farm.  But 
whatever  these  differences  may  be,  it  should  be  remembered  that 
there  are  these  variations.  The  best  way  of  finding  out  is  by  special 
oost-of-living  surveys,  but  of  course  those  are  expensive  and  take 
time.  It  is  quite  possible,  I  think,  for  some  such  agency  as  the 
United  States  Bureau  of  Labor  Statistics  to  establish  differentials 
according  to  locality  which  would  very  probably  be  stable  over  time. 
In  lieu  of  such  differentials,  a  very  useful  and  practical  device  has 
been  to  take  some  standard  quantity  budget  and  price  it  in  different 
localities,  making  such  variations  here  and  there  in  the  budget  as  are 
found  necessary  according  to  custom,  climate,  and  other  factors. 

When  an  industry  extends  over  many  different  localities,  varia- 
tions in  levels  of  living  present  obstacles  to  uniformity  in  wages,  if 
the  standard  of  living  is  taken  as  a  basic  factor.  There  is,  however, 
such  a  thing  as  regional  wages. 

A  third  source  of  confusion  in  the  technique  of  using  standards 
of  living  in  setting  wages  has  been  the  failure  to  differentiate  between 
the  two  concepts,  actual  budgets  and  standard  budgets.  Actual  ex- 
penditures are  sometimes  called  the  plane  of  living,  while  standards 
of  expenditure,  showing  what  ought  to  be  spent  to  get  a  bare  sub- 
sistence or  a  minimum  of  comfort,  are  called  standard  budgets.  It  is, 
of  course,  easy  to  see  that  what  a  family  spends  may  be  less  than 
a  minimum  of  subsistence,  although  the  Railroad  Labor  Board  seems 
to  have  been  confused  on  this  point.  At  the  minimum-comfort  levels, 
the  failure  to  differentiate  between  actual  and  standard  budgets  has 
been  greater  than  at  the  minimum-of-subsistence  level. 

It  has  frequently  been  asserted  that  the  standard  budgets  are  too 
high,  that  families  can  and  do  live  on  a  smaller  amount.  This  asser- 
tion is  in  part  due  to  the  fact  that  a  minimum-comfort  standard  is 
compared  with  a  minimum-of-subsistence  plane  of  living.     I  am  in- 
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dined  to  think  that  there  is  more  danger  of  a  minimum-of-subsistence 
standard  being  set  too  low  rather  than  too  high. 

The  reason  is  this.  Framers  of  standard  budgets  at  the  minimmn- 
of-subsistence  level  tend  to  estimate  standards  for  each  separate 
segment  of  a  budget,  as  for  instance,  for  food,  for  clothing,  for  rent, 
for  fuel  and  light,  and  for  certain  miscellaneous  expenditures.  They 
then  add  up  these  standards.  If  this  is  done,  the  separate  standards 
add  up  to  some  sum,  say  $1800.  But  does  it  follow  that  $1800  will 
actually  be  spent  by  the  wage  earner's  family  in  the  same  propor- 
tions tiiat  the  framers  allow?  There  is  a  tendency  for  standard 
budgets  so  made  to  minimize  the  miscellaneous  expenditures.  There 
is  much  evidence  to  show  that  workers'  families  will  go  without  the 
necessary  food,  clothing,  and  warmth  in  order  to  get  recreation  or 
purchase  services  or  goods  that  have  to  do  with  social  standing. 

For  instance,  in  Chicago,*  in  the  latter  part  of  1918,  families  of 
husband,  wife,  and  three  children  aged  2,  5,  and  11  years  did  not 
buy  food  yielding  as  much  as  8600  calories  per  man  per  day  until 
the  total  expenditure  was  $1800  a  year.  Standard  budgets  recom- 
mend 3600  calories  per  average  adult  n^ale  wage  earner ;  yet  a  stand- 
ard minimum-of-subsistence  budget  for  Chicago  in  the  latter  part 
of  1918  would  surely  have  been  set  at  less  than  $1800  by  several 
hundred  dollars.  (With  $1600  families  of  this  size  bought  an  amount 
of  food  yielding  3300  calories,  and  with  $1400  they  bought  food 
yielding  3100  calories.)  Of  course,  in  setting  wages  according  to 
standards  of  living,  we  must  not  assume  the  families  to  possess  super- 
human will  power  or  extraordinary  rationality.  We  must  take  human 
nature  as  we  find  it.  We  should  not  forget  that  desires  for  recrea- 
tion and  social  approval  are  just  as  integral  a  part  of  our  legitimate 
desires  as  is  the  desire  for  bread.  For  these  reasons,  it  is  thought, 
any  error  that  may  be  found  in  minimum-of-subsistence  standards  is 
likely  to  make  the  standard  too  low  rather  than  too  high. 

A  fourth  practical  difficulty  in  using  the  standard  of  living  as  a 
basic  factor  in  wage  settlements  is  the  adjustment  to  the  varying 
composition  in  sex,  age,  and  family  of  the  working-class  population 
of  a  particular  plant.  Standard  budgets  are  customarily  drawn  for 
a  family  of  five.  Employers  have  at  times  argued  that  their  wage 
earners'  families  are  smaller  averaging,  say,  two  children  per  family. 
The  theory  back  of  the  selection  of  three  children  as  a  standard 
average  is,  however,  more  or  less  irrelevant,  except,  of  course,  in 
broad  limits,  of  the  actual  number  of  children  in  a  family,  in  very 
much  the  same  way  that  the  standard  minimum-of-subsistence  wage 
is  more  or  less  irrelevant  to  the  actual  wage  received.     Public  senti- 

<W]lUiuii  F.  Ogbarn»  ''A  Study  of  Food  Tests  in  Various  aties,**  JfontiUy  Labf 
RtvUw,  AngoBt,  1919. 
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ment  has,  however,  supported  the  family-of-five  standard,  since  in 
order  that  the  race  may  maintain  itself  two  children  must  grow  to 
maturity,  marry,  and  in  turn  bear  children.  Three  children  are 
simply  a  recognition  of  the  undoubted  chance  of  death,  of  non- 
marriage,  and  of  infertility.  Actually  the  average  number  of  children 
at  any  one  time  in  workingmen's  families  is  not  far  removed  from 
five,  as  has  been  shown  by  Miss  Stecker.'  It  may  be  true  that  the 
children  of  a  wage  earner  are  not  all  of  or  under  school  age,  but  the 
excellent  researches  of  Rowntree  indicate  that  the  inclusion  of 
children  of  a  young  age  does  not  unduly  swdl  the  budget  because  of 
other  obligations  and  dependents  not  allowed  for  in  these  standard 
budgets.  But  of  course  it  is  very  easy  to  scale  down  or  up  a  stand- 
ard budget  according  to  variations  in  the  size  of  the  family  if  a 
situation  is  found  to  warrant  it.  In  industries  where  very  young 
men  only  are  employed,  or  where  unmarried  men  are  the  rule,  or  in 
industries  where  large  proportions  of  women  are  employed  along 
with  men,  it  may  be  necessary  to  make  some  special  adjustment. 

In  concluding  these  conmients  on  certain  practicid  difficulties 
which  recent  experience  has  uncovered,  in  the  application  of  budget 
data  to  wages,  I  should  like  to  point  out  the  great  desirability  of  hav- 
ing more  studies  and  researches  made  on  the  standard  of  living  so 
that  the  material  will  be  readily  available.  The  United  States  Bureau 
of  Labor  Statistics  has  continued  its  excellent  war-time  practice  of 
supplying  at  short  intervals  the  index  numbers  of  the  cost  of  living 
as  measured  in  items  of  the  family  budget.  It  would  be  very  desirable 
if  this  Bureau  would  also  continue  its  standard-of-living  work,  making 
further  researches  and  bringing  up  to  date  estimates  of  standards. 

I  have  now  reviewed  the  outstanding  difficulties  found  by  several 
years'  experience  in  the  use  of  cost-of-living  data  in  setting  wages. 
These  difficulties  have  not  been  found  to  be  serious,  certainly  not 
serious  enough  to  account  for  the  diminished  use  of  the  standard  of 
living  as  a  factor  in  setting  wages.  The  real  reason  why  there  has 
been  a  diminishing  use  of  standard-of-living  data  seems  to  have  been 
the  business  depression  and  falling  prices.  But  falling  prices  and  a 
business  depression,  however,  do  not  justify  a  lack  of  interest  in  the 
standard  of  living.  Of  course,  if  the  cost  of  living  falls  faster  in  a 
business  depression  than  wages,  as  I  think  is  customarily  thought, 
then  there  is  a  rise  in  the  standard  of  living  and  no  undue  concern 
exists  for  those  interested  in  human  betterment.  But  there  is  evi- 
dence that,  contrary  to  common  assumption,  wages  have  fallen  farther 
than  the  cost  of  living,  and  hence  there  has  been  a  lowering  of  the 
standard  of  living, 

"Marfiraret  Loomis  Stecker,  "PamUy  Budgets  and  Wages,**  Th§  Amtrieam  Beomomk 
R§vUw,  September,  1921. 
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Let  U8  look  into  the  evidence.  The  cost  of  living  reached  its  peak 
in  June,  1920,  approximately.  By  September,  1922,  it  had  fallen 
on  the  average  for  the  82  cities  for  which  we  have  data  28  per  cent, 
according  to  the  index  number  of  the  United  States  Bureau  of  Labor 
Statistics,  and  24  per  cent  according  to  the  estimates  of  the  National 
Loduatrial  Conference  Board.  The  cost  of  living  has  therefore  fallen 
about  25  per  cent  less,  it  is  noted,  than  wholesale  prices  or  retail 
prices  of  food. 

It  is  difficult  to  get  good  measures  of  the  decline  in  wages.  Ac- 
cording to  the  published  figures  of  earnings  in  New  York  factories, 
the  present  earnings  of  $25.71'  per  week  in  September,  1922,  are  a 
decline  of  only  11  per  cent  from  the  peak.  Their  greatest  decline 
has  been  15  per  cent. 

In  Wisconsin  factories,  the  decline  in  average  weekly  earnings  was 
greater  than  in  New  York,  their  maximum  decline  being  29  per  cent, 
and  in  September,  1922,  they  were  24  per  cent  lower  than  their  peak. 
Weekly  earnings  in  factories  in  Wisconsin  have  fallen  more  than  the 
cost  of  living  there.  The  data  for  New  York  and  for  Wisconsin  are 
for  all  types  of  labor. 

As  to  union  labor  in  the  skilled  trades,  their  wage  rates  have  not 
fallen  as  much  as  the  cost  of  living.  The  rates  of  wages  for  the 
principal  organized  trades  in  the  large  industrial  centers  had  by 
May,  1922,  as  reported  by  the  United  States  Bureau  of  Statistics, 
fallen  only  6  per  cent,  while  the  cost  of  living  by  that  time  had  fallen 
over  20  per  cent.  It  is  somewhat  questionable  how  representative 
the  wage  rates  are  of  earnings.  We  think  earnings  even  in  the 
unionized  trades  must  have  fallen  more.  Still  the  union  wage  rates 
for  the  unionized  trades  had  fallen  less  than  the  cost  of  living  by 
May,  1922. 

However,  the  standard  of  living  is  of  more  social  concern  in  con- 
nection with  the  lower-paid,  unskilled  labor.  Mr.  Burgess,*  of  the 
Federal  Reserve  Bank  of  New  York,  has  worked  out  an  index  of  average 
weekly  earnings  of  common  labor  in  Federal  Reserve  District  No.  2. 
His  figures  show  that  the  weekly  earnings  of  common  labor  had  fallen 
29  per  cent  by  January,  1922. 

The  United  States  Department  of  Conmierce  publishes  the  hourly 
rate  of  common  labor  employed  by  the  United  States  Steel  Corpora- 
tion, and  from  these  figures  we  find  conmion  labor  hourly  wage  rates 
have  fallen  29  per  cent. 

It  therefore  appears  that  the  real  wages  of  common  labor,  as 
measured  by  their  rate  of  earning  in  terms  of  what  can  be  bought, 

TUs  Hgnre  is  high  because  of  increased  earninffs  in  railway  repair'  shops  as  a 
rciiilt  of  the  strike  and  because  of  the  high  seasonal  wages  in  the  clothing  trades. 

'W.  Randolph  Burgess,  Index  Numbers  for  th^  Wages  of  Common  Labor;  Journal 
of  tko  Amorieam  StatiiUeal  A»»oeiation,  March,  1022,  p.  101. 
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hmwe  fallen  since  June,  1920;  for  the  rate  of  earnings  has  falloi  29 
per  cent,  while  the  cost  of  living  fell  only  28  per  cent*  It  should 
be  noted  in  passing  that  it  has  in  the  past  been  customary  to  compute 
changes  in  real  wages  by  comparing  the  change  in  money  wages  with 
wholesale  prices,  or  with  monthly  retail  food  prices.  By  this  method 
we  find  wholesale  prices  have  declined  38  per  cent  and  retail  food 
prices  have  declined  86  per  cent,  while  the  rate  of  earnings  of  conunon 
labor  has  declined  only  29  per  cent;  therefore  according  to  this 
method  real  wages  have  risen,  some  16  per  cent  on  the  basis  of  whole- 
sale prices  and  11  per  cent  on  the  basis  of  retail  food  prices.  But 
in  reality,  that  is,  when  money  wages  are  contrasted  with  cost  of 
living,  real  wages  have  declined  9  per  cent. 

There  are  therefore  large  numbers  of  wage  earners  whose  standard 
of  living  has  fallen.  Their  standard  of  living  has  fallen  mart  than 
the  figures  of  rate  of  earnings  indicate,  since  the  yearly  earnings 
from  wages  is  less  now  than  when  wages  were  hi^er,  because  of  the 
unemployment  and  irregularity  of  employment,  and  lack  of  bonus 
and  overtime. 

Although  the  standard  of  living  is  not  being  considered  very  much 
in  the  midst  of  the  liquidation  of  labor  during  a  period  of  falling 
prices,  there  is  evidently  need  that  it  should  be  considered  because 
of  the  decline  in  the  standard  of  living  that  has  taken  place,  par- 
ticularly among  the  families  of  unskilled  labor. 

We  do  not,  of  course,  realize  in  social  values  nor  appreciate  the 
human  significance  of  a  fall  in  the  standard  of  living  of  the  most  ]xx>rly 
paid  laborers.  I  would  like  to  call  your  attention,  however,  to  what 
has  happened  to  the  families  of  certain  poorly  paid  laborers  when 
their  standard  of  living  fell.  In  the  winter  of  1917-18,  Dr.  Harris,* 
of  the  Department  of  Health  of  New  York  City,  made  a  survey  of 
2000  families  whose  standard  of  living  had  been  reduced,  and  his 
data  show  what  happens  when  real  wages  fall  and  how  the  family 
meets  the  problem. 

Of  Dr.  Harris'  2000  families  9  per  cent*  sought  charity  for  the 
first  time.  In  9  per  cent  of  the  families,  women  sought  work  for 
the  first  time;  18  per  cent  of  the  families  went  into  debt  as  a  direct 
result  of  the  lowered  real  wages;  6  per  cent  took  in  boarders,  never 
having  taken  in  boarders  before;  2000  cases  of  illness  were  recorded, 
an  average  of  one  per  family ;  18  x>er  cent  of  these  cases  of  illness  were 
definitely  retarded  because  of  the  low  standard  of  living;  87  per 

•L.  I.  Harris,  ^^Some  Medical  Aspects  of  the  Hi|^  Cost  of  Uving;*  Tfts  Am^Hmt^ 
Journal  of  Public  HmUU,  July,  1919. 

"While  I  give  Dr.  Harris'  data  in  percentages,  the  numerical  terms  are  not  of 
interest  to  us  here  as  measures  of  degree,  because  we  do  not  know  relatlvdy  how 
much  the  standard  of  living  had  fallen  for  his  2000  families  In  comparison  wWk 
the  f sU  In  the  standard  of  Imng  of  cmnmon  labor  during  the  past  two  ysara* 
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cent  of  the  families  eliminated  meat  from  their  diet,  and  in  17  per  cent 
more  the  amount  of  meat  was  reduced.  In  40  per  cent  of  the  families 
eggs  were  eliminated  from  the  diet;  in  80  per  cent,  butter;  6  per 
cent  gave  up  sugar;  and,  what  is  perhaps  worst  of  all,  800  families 
gave  up  bottled  milk,  because  of  the  fall  in  real  wages.  It  seems 
very  probable  that  when  the  standard  of  living  of  x>oorly  paid  laborers 
is  lowered,  sacrifices  and  adjustments  follow  somewhat  the  lines 
recorded  by  Dr.  Harris  in  his  data  of  1917-18. 

Even  greater  need  is  shown  for  considering  the  standard  of  living 
if  we  approach  the  problem  from  the  point  of  view  of  what  is  a  sub- 
sistence wage.  I  do  not  know  what  is  a  subsistence  wage  at  the 
present  tune.  Practically  no  valuable  standard-of -living  studies  have 
been  made  since  1918  or  1919.  I  should  guess  that  the  minimum- 
of-subsistence  standard  would  be  for  New  York  City  today  in  the 
neighborhood  of  $1800,  and  very  nearly  the  same  for  Chicago.  Miss 
Lucy  Gillett,  of  the  New  York  Association  for  Improving  the  Con- 
dition of  the  Poor,  has  secured  prices  of  a  minimimi  food  budget  as 
of  December  1,  1922,  in  New  York  City,  and  finds  that  such  food 
cost  $10.89  a  week,  or  at  the  rate  of  $640  a  year.  Such  an  allotment 
of  food  gives  adequate  nourishment  for  a  family  with  three  children 
under  working  age,  provided  they  follow  detailed  instructions  and 
buy  as  the  Association  for  Improving  the  Condition  of  the  Poor  says 
to  buy.  If  a  family  does  not  follow  instructions,  Miss  Gillett  thinks 
such  an  adequate  allowance  of  food  would  cost  $600  or  more.  If  food 
be  considered  48  per  cent  of  the  total  budget,  then  the  minimum  sub- 
sistence budget  in  New  York  in  December,  1922,  must  be  nearly 
$1400  a  year.  In  many  other  regions  and  localities  of  the  country 
this  level  would  be  somewhkt  lower. 

We  know  common  labor  is  hired  today  in  the  northeastern  part 
of  the  United  States  at  about  87  cents  an  hour.  But  of  course  this 
does  not  tell  us  what  the  annual  earnings  are.  The  annual  earnings 
might  conceivably  be  as  high  as  $1100  a  year.  At  one  time  in  the 
summer  of  1921  the  rate  of  wages  of  common  labor  in  the  United 
States  Sted  Corporation  plants  went  as  low  as  80  cents  an  hour, 
which  would  mean  at  maximum  employment  about  $900  a  year. 
Chairman  Hooper,  of  the  Railroad  Labor  Board,  has  estimated  the 
average  earnings  of  the  maintenance-of-way  men  to  be  82.7  cents  per 
hour  which,  it  has  been  variously  estimated,  would  mean  only  $800  a 
year  or  thereabout.  Mr.  Burgess'  studies  of  earnings  of  common  labor 
showed  for  January,  1922,  average  weeUy  earnings  of  $18.06.  At  50 
weeks'  employment  per  year,  common  labor  in  the  second  Federal  Re- 
serve District  would  earn  only  $900  a  year. 

In  regard  to  women's  wages,  the  most  comprehensive,  data  come 
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from  the  studies  of  general  industries  in  certain  states  by  the  Wom- 
en's Bureau  of  the  United  States  Department  of  Labor. 

These  reports  show  that  one  half  of  the  women  working  in  Kansas 
in  1919-20  received  less  than  $11.80  a  week;  in  Georgia  one  half  re- 
ceived less  than  $12.20  a  week  in  the  winter  of  1920-21,  in  Rhode 
Island  the  median  wage  was  $16.86  in  the  fall  of  1920;  and  in  Ken- 
tucky in  the  fall  of  1921,  the  median  wage  was  $11.06.  In  Missouri, 
the  median  earnings  were  (May-June,  1922)  $12.66  a  week;  in  South 
Carolina  (fall,  1921)  $9.66;  in  Alabama  (fall,  1921)  $8.80;  and 
in  Arkansas  (spring,  1922)  the  median  weekly  earnings  were  $11.60. 
The  fact  that  half  of  the  women  engaged  in  industry  in  these  states 
received  less  than  these  median  wages  means  that  many  must  be  re- 
ceiving less  than  a  minimum  wage,  although  we  do  not  know  definitely 
what  the  living  wages  are  in  these  states.  In  general,  the  minimum  wage 
boards  in  states  with  minimum  wage  laws  for  women  have  in  force  to- 
day minimum  wages  at  figures  varying  from  $12.00  to  $16.60  a  week. 

It  appears  from  these  comparisons  that  large  numbers  of  wage 
earners  are  not  getting  a  living  wage.  The  question  naturally  arises 
as  to  how  they  live  if  they  do  not  get  a  living  wage.  Judging  from 
the  recent  pronunciamento  of  the  Railroad  Labor  Board  on  the 
living  wage,  there  is  current  the  opinion  that  any  wage  which  workers 
work  for  is  a  living  wage,  since  in  order  to  work  they  must  be  alive. 

The  answer  is  that  workers  trying  to  live  on  less  than  a  living 
wage  do  not  live  on  it.  It  should  be  remembered  that  the  wage 
is  for  the  family  as  well  as  the  wage  earner.  In  the  first  place, 
the  family  income  is  sometimes  a  little  larger  than  the  earnings 
of  the  chief  wage  earner,  perhaps  10  per  cent  greater  on  the  average. 
This  may  have  undesirable  social  consequences  for  the  family  and 
the  children,  but  it  does  add  something  to  the  amount  to  be  spent. 
But  even  10  per  cent  added  to  the  average  earnings  of  common  labor 
probably  in  many  cases  does  not  bring  it  up  to  a  bare  subsistence 
standard  of  living.  Furthermore,  not  all  unskilled  laborers  are  mar- 
ried, nor  do  all  have  three  children. 

Although  the  chief  wage  earner  of  a  family  may  live,  it  does  not 
follow  that  this  is  true  of  the  family.  There  is  some  evidence  to  lead 
us  to  think  that  poverty  falls  the  least  hard  on  the  husband  and 
harder  on  the  wife.  The  only  records  of  expenditure  for  which  we 
have  individual  accounts  is  clothing,  and  when  the  standard  of  living 
falls,  standards  of  clothing  of  the  wife  are  sacrificed  before  the  stand- 
ards of  clothing  of  the  husband. 

Besides,  living  and  death  are  not  determined  by  the  heart  beat. 
Customarily  we  say  if  the  heart  beats  one  lives,  if  not  one  is  dead. 
But  there  is  such  ^  thing  as  deterioration  and  sickness  that  make  death 
more  probable.    I  have  already  referred  to  the  high  siekneM  rate 
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found  by  Dr.  Harris  in  his  survey.  Inferior  feeding  also  leads  to 
deterioration.  The  idea  of  the  living  wage  is  that  of  maintenance, 
andf  in  the  case  of  children,  of  growth.  Boas  has  shown  that  children 
of  poor  parents  on  the  average  are  smaller  than  children  of  well- 
to-do  parents  and  their  rate  of  growth  is  definitely  retarded.  The 
fact,  therefore,  that  a  wage  earner  lives  and  works  is  not  proof  of  the 
fact  that  his  family  is  living.  Nor  is  it  proof  of  the  fact  that  he  is  not 
deteriorating  more  rapidly  than  the  normal  process  of  decay. 

The  fact  that  families  do  not  live  on  less  than  a  living  wage  is  very 
weU  shown  by  the  infantile  death  rate  studies  of  the  Children's 
Bureau  of  the  United  States  Department  of  Labor.  Woodbury  has 
published  the  infant  mortality  rate,  for  eight  cities,  according  to  the 
earnings  of  the  father.  The  highest  rate  is  157,  for  families  where 
the  father  earns  $450  or  less  a  year.  The  figures  of  income  are 
pre-war  figures;  $750  now  will  buy  what  $450  bought  then.  The 
death  rate  decreases  more  or  less  continuously  as  the  earnings  of 
the  father  increase.     The  rates  for  the  graded  income  classes  fall 

as  follows: 

$400  or  less 166.7 

450  to  649 118.0 

660  to  649 108.8 

660  to  849 96. 

860  to  1049 7lJi 

1060  to  1249 66.6 

1260  to  1449 64.0 

1460  to  1849 863 

1860  to     87J8r 

We  see,  therefore,  that  at  the  very  low  income  groups  the  death 
rate  for  infants  under  one  year  is  extremely  high.  We  know  the 
correlation  of  the  general  death  rate  with  the  infant  mortality  rate 
is  about  0.8  and  we  think  that  the  health  and  disease  rate  is  closely 
correlated  with  the  death  rate.  Dr.  Woodbury's  data  suggests  the 
possible  adoption  of  a  new  nomenclature.  We  might  call  certain 
low  earnings  a  dying  wage,  instead  of  a  living  wage. 

We  have  shown  that  during  the  phenomenal  rise  of  prices  of  1916- 
20  the  standard  of  living  came  to  be  considered  a  most  important 
factor  in  setting  wages;  but  that  with  the  fall  in  prices  since  the 
summer  of  1920  the  standard  of  living  has  been  largely  neglected  in 
such  considerations.  The  effect  has  been  a  fall  in  the  standard  of  living 
of  those  least  able  to  bear  such  a  fall,  with  a  result  that  a  large  num- 
ber of  unskilled  laborers  are  trying  to  live  on  less  than  a  living  wage 
and  that  the  standard  of  living  has  probably  been  lowered  for  some 
skilled  workers. 

For  a  country  with  a  per  capita  annual  income  of  around  $500 
per  year,  such  a  policy  is  all  the  more  unjustifiable.  While  there 
may  be  forces  connected  with  the  business  cycle  that  tend  to  make 
the  ttaodatd  of  living  an  important  factor  in  wagM  dating  pros- 
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perity,  and  that  tend  to  minimize  the  standard  of  living  as  a  factor 
during  a  depression,  it  seems  unnecessary  and  deplorable  that  the 
standard  of  living  should  be  so  neglected  during  a  business  depression. 

There  is  no  question  that  our  industries  could  pay  a  living  wage. 
The  recent  report  of  Secretary  Hoover's  Committee  on  Waste  in 
Industry  showed  a  percentage  of  waste  in  six  of  our  major  indus- 
tries varying  from  29  per  cent  to  64  per  cent.  Even  if  the  added 
payment  in  wages  in  consideration  of  the  standard  of  living  should  not 
come  out  of  profit,  there  is  certainly  abundant  opportunity  for  such 
a  raise  in  wages  to  be  met  through  the  elimination  of  waste,  which 
amounts  on  the  average  to  about  40  per  cent.  Of  this  waste,  more 
than  50  per  cent  is  due  to  the  fault  of  management  and  less  than  26 
per  cent  to  labor.  The  most  efficient  plant  in  an  industry  is  usuany 
two  or  three  times  as  efficient  as  the  average  plant. 

The  issue  of  the  standard  of  living  and  wages  is  largely  an  issue 
of  social  policy.  It  seems  wholly  desirable  that  all  wages  below  a 
bare  subsistence  level  should  be  raised  at  least  to  the  subsistence  level 
and  that  in  time  the  standard  of  living  for  all  wage  earners  be  pro- 
gressively raised. 

It  would,  of  course,  be  possible  to  enact  state  minimum  wage  legis- 
lation which  should  apply  to  adult  males,  just  as  there  are  now  in 
some  states  minimum  wage  laws  for  women.  There  is,  however,  no 
practical  movement  toward  this  end  in  the  United  States  at  present. 

On  the  other  hand,  it  is  possible  for  public  sentiment  regarding 
the  importance  of  standard  of  living  as  a  factor  in  wages,  by  be- 
coming strong,  to  affect  arbitrators  in  decisions,  to  affect  the  bar- 
gaining strength  of  wage  earners.  It  is  conceivable  that  apprecia- 
tion of  the  standard-of-living  factor  may  become  so  strong  as  to 
become  part  of  the  mores,  just  as  anti-slavery  or  monogamy  is  a 
part  of  the  mores.  It  would,  of  course,  take  some  time  for  the  stand- 
ard-of-living idea  to  become  strongly  implanted  in  the  mores.  But 
certainly  to  the  extent  that  public  sentiment  supports  the  idea,  to 
that  extent  will  it  come  to  affect  the  wages  set  in  negotiations  and 
arbitrations. 

While  it  is  probably  true  that  with  the  upward  trend  of  the  business 
cycle  the  public  attitude  toward  a  consideration  of  standards  of  living 
is  favorable,  and  that  with  the  downward  trend  of  the  business  cycle 
public  opinion  on  the  matter  is  indifferent,  still  it  would  be  most 
unfortunate  to  have  as  much  lost  on  the  downward  curve  of  the  cycle 
as  is  gained  on  the  upward  curve.  If  public  opinion  be  aroused  in 
favor  of  considerations  of  standards  of  living  in  periods  of  depression, 
then  not  so  much  would  be  lost  as  tras  gained  when  the  cycle  was 
moving  upward,  so  that  the  long-time  trend  of  sentiment  in  favor  of 
ioonsidsring  standards  of  living  would  be  upward. 


THE  PRODUCTIVITY  FACTOR  IN  WAGE  DETERMINATIONS 

Bt  George  Soui.e 
New  York  City 

We  are  all  familiar  with  the  metaphysical  discuBBions  which  attempt 
to  separate  the  productivity  of  labor  from  the  productivity  of  land, 
of  capital,  of  management,  of  the  inventor.  There  are  Bome  who 
would  contend  that  labor  is  responsible  only  for  that  part  of  pro- 
duction which  the  worker  with  his  bare  hands  could  accomplish  if 
there  were  no  machinery,  and  from  this  minimum — ^which  in  the  case 
of  most  modem  products  would  amount  to  an  absolute  zero — ^the  con- 
tentions range  to  the  position  that  labor  alone  is  ultimately  responsible 
for  all  production.  As  exercises  in  the  realm  of  morals  such  specula- 
tions may  possibly  be  useful,  but  as  guides  to  the  proper  distribution 
of  the  product  they  are  quite  without  meaning,  because  they  are  not 
subject  to  scientific  analysis  and  quantitative  measurement  in  a  living 
economic  world.  The  situation  which  we  face  is  rather  one  in  which 
numerous  elements  cooperate  to  produce  unit  articles  of  goods  which 
could  not  be  had  if  the  help  of  any  element  were  withdrawn;  and 
the  task  which  we  have  is  to  distribute  these  indivisible  articles  to  the 
best  advantage  of  the  community  as  a  whole,  and  with  the  utmost  possi- 
ble fairness  to  its  several  parts.  I  do  not  intend  to  beg  the  question 
of  what  constitutes  ^'possible  fairness,"  but  I  believe  that  the  answer 
to  it  can  best  be  derived,  not  from  a  priori  abstractions,  but  from  an 
examination  of  the  changes  which  actually  take  place  in  production 
and  distribution.  The  aim  of  this  paper  is  to  inquire  into  the  rela- 
tionship between  national  productivity  and  the  movement  of  basic  or 
average  wages. 

Incidentally,  we  are  not  concerned  here  with  methods  of  varying 
rates  of  pay  according  to  the  relative  productivity  of  individual 
workers.  This  is  a  subject  having  to  do  with  technical  devices  adopted 
to  increase  the  profits  of  individual  firms,  and,  while  it  is  an  important 
realm  of  technology,  the  methods  in  question  do  not  necessarily  affect 
the  distribution  of  the  national  income  or  the  average  incomes  of  wage- 
earners.  It  might  be  possible,  so  far  as  we  know  without  going  outsUe 
the  consideration  of  such  technical  devices,  to  adopt  perfect  systems 
of  varying  rates  of  pay  according  to  productivity,  without  ultimately 
adding  anything  to  real  wages. 


The  subject  of  the  relationship  between  national  productivity  and 
real  wages  has  a  direct  bearing  on  wage  determinations,  because  it 
involves  the  application  of  a  modern  academic  theory  of  wages  and 
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the  validity  of  several  arguments  or  principles"  recently  invoked  in 
wage  adjustments. 

The  academic  theory  in  question  is  the  explanation  of  the  distribii- 
tive  process  known  as  the  theory  of  marginal  or  specific  productivity. 
My  hearers  are  undoubtedly  familiar  with  this  varied  and  intricate 
theory,  and  so  I  shall  not  attempt  to  summarize  it  except  by  saying 
roughly  that  it  contends  that  there  is  a  close  relationship  between  what 
each  group  engaged  in  production  contributes  to  the  national  grab  bag 
and  what  it  receives  back. 

The  other  arguments  referred  to  are  of  a  more  popular  nature,  and 
are  usually  found  in  propaganda  representing  special  interests  or  in 
the  proceedings  before  wage  arbitration  boards. 

There  is  the  argument  that  the  standard  of  living  of  the  wage- 
earners  increases  with  the  efficiency  of  the  modem  productive  process, 
and  that  if  the  workers  want  higher  real  wages  they  should  buckle  down 
and  work  harder  instead  of  asking  for  higher  money  wages  or  striking 
or  restricting  production  in  other  ways.  This  argument  usually  em- 
braces the  contention  that  real  wages  cannot  be  increased  by  any 
other  method  than  by  an  increase  in  national  productivity. 

There  is  the  argument  that  wages  should  be  adjusted  up  or  down  in 
direct  ratio  to  a  cost-of-living  index.  This  is  usually  advanced  by 
wage-earners  in  times  of  rising  prices  to  prevent  a  decrease  in  real 
wages,  and  by  employers  in  times  of  falling  prices  to  prevent  an  increase 
in  real  wages. 

There  is  the  argument,  akin  to  the  first-mentioned,  that  the  real 
wages  of  one  group  of  workers  can  be  increased  only  at  the  expense 
of  another  group  of  workers,  and  that  if  such  a  readjustment  occurs 
it  creates  an  abnormal  relationship  in  the  fabric  of  wages  and  prices, 
and  so  prevents  the  arrival  of  general  prosperity. 

There  is  the  argument  that,  the  national  income  being  what  it  is, 
there  can  be  no  marked  or  general  increase  in  real  wages,  because  such 
an  increase  would  necessitate  an  increase  in  the  national  income.  This 
argument,  together  with  fhe  preceding  one,  has  recently  had  a  wide 
vogue,  and  was  sanctioned  by  the  United  States  Railroad  Labor  Board 
in  its  last  wage  decision,  in  which  it  attacked  the  principle  of  the  living 
wage. 

The  subject  also  has  a  bearing  on  the  reasonable  expectations  of 
wage-earners  under  the  present  economic  order,  and  hence  on  the  desii^ 
ability  of  maintaining  this  order  unchanged  from  the  point  of  view  of 
the  wage-earner.  Marxian  Socialists,  for  instance,  contend  that  un- 
der the  present  order  real  wages  have  a  tendency  to  fall,  and  cannot 
be  increased.  In  this  contention  they  are  at  one  with  those  who 
argue  that  money  wages  should  not  rise  more  rapidly  than  the  cost  of 
living,  and  with  those  who  argue  that  real  wages  cannot  be  increased 
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without  disaster  to  the  economic  fabric.  Such  arguments,  it  will  be 
noted,  are  incompatible  with  the  theory  that  real  wages  do  increase 
with  a  growth  in  productivity.  We  shall,  I  believe,  find  light  on 
these  various  contradictory  assumptions  only  by  a  quantitative  investi- 
gation of  the  facts. 


What  are  the  facts  about  national  productivity  and  real  wages? 
In  an  article  in  the  Annals  of  the  American  Academy  of  Political  and 
Social  Science  last  March  I  presented  an  elementary  study  of  the  rela- 
tionship between  them.  The  data  there  brought  forward  were  sub- 
sequently checked  over  and  augmented  by  Dr.  Willford  I.  King  of  the 
National  Bureau  of  Economic  Research,  and  the  results  of  Dr.  King's 
work  were  presented  in  an  article  in  the  New  York  Evening  Post  of 
June  7,  by  Dr.  Wesley  C.  Mitchell.  The  data  on  wages  and  the  shares 
of  the  national  income  received  by  various  groups  of  producers  up  to 
1919  depend  chiefly  on  these  two  sources,  and  I  shall  take  the  liberty 
of  including  this  matter  as  it  fits  in  the  present  discussion  without 
further  apologies  for  recounting  an  old  story  or  further  acknowledge- 
ments of  the  highly  valuable  contributions  made  by  Drs.  Eling  and 
MitcheL 

Several  studies  of  the  course  of  the  physical  production  in  the  United 
States,  not  including  a  complete  list  of  products,  but  neverthdess  on 
a  wide  basis  of  fundamental  data,  have  been  independently  made, 
notably  by  Professor  Walter  W.  Stewart,  late  of  Amherst  and  now 
of  the  Federal  Reserve  System,  and  Professor  Edmund  E.  Day  of 
Harvard.  These  studies  agree  substantially  with  each  other.  Dr. 
Day's  index  indicates  that  between  1899  and  1920  production  of  all 
classes  of  commodities  increased  from  64.6  to  117.0,  the  base,  or  100, 
being  an  average  of  production  for  the  years  1909  to  1918.  This  is 
an  increase  of  about  80  per  cent  for  the  22  years.  During  the  same 
years  manufacturing  production  alone  increased  at  a  slightly  higher 
rate,  or  from  58.4  to  IIS.O.  The  population  during  these  years  in- 
creased from  about  7S  millions  to  about  105  millions,  or  about  40  per 
cent.  Thus  it  is  clear  that  total  production  increased  about  twice  as 
rapidly  as  the  population  between  1899  and  1920,  and  that  manu- 
facturing production  increased  at  a  rate  even  slightly  higher.  If  we 
divide  the  index  of  production  by  an  index  of  population,  we  find  that 
production  per  capita  of  the  population  increased  from  84  to  107,  or 
about  28  per  cent,  and  that  manufacturing  production  per  capita  of 
the  population  increased  from  76  to  106  or  about  89  per  cent. 
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ing  to  values 
in  1909 

MillionB  1913»100 
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Total  MfgTB. 

1899 

80.4 

48.5 

58.4 

64.6 

74.69 

77.1 

84 

76 

1900 

80.9 

51.3 

59.0 

65.6 

75.99 

78.5 

84 

75 

1901 

71.8 

55.6 

65.6 

66.9 

77.59 

80.1 

84 

82 

1902 

91.4 

59.5 

72.1 

77.3 

79.19 

81.8 

94 

88 

1903 

84.4 

65.5 

73.3 

76.4 

80.79 

83.5 

92 

88 

1904 

93.3 

66.1 

71.9 

78.5 

82.39 

85.1 

92 

85 

1905 

94.5 

78.4 

84.3 

87.3 

83.98 

86.8 

101 

97 

1006 

100.5 

82.4 

90.5 

93.3 

85.58 

88.4 

106 

102 

1907 

90.4 

90.2 

91.3 

90.9 

87.18 

90.0 

101 

101 

1908 

95.5 

74.8 

77.5 

83.3 

88.78 

91.7 

91 

85 

1909 

95.0 

91.9 

95.4 

95.0 

90.37 

93.4 

102 

102 

1910 

99.1 

97.8 

96.9 

97.8 

91.97 

95.0 

103 

102 

1911 

94.1 

94.3 

92.4 

93.6 

93.57 

96.7 

96 

96 

1912 

110.0 

105.1 

105.9 

107.6 

95.17 

98.3 

109 

108 

1913 

98.2 

110.2 

109.2 

105.2 

96.77 

100.0 

105 

109 

1914 

108.5 

98.3 

100.1 

102.9 

98.36 

101.2 

102 

99 

1915 

113.4 

110.4 

109.3 

110.8 

99.58 

102.4 

108 

107 

1916 

100.4 

129.5 

127.7 

117.2 

100.80 

103.6 

113 

123 

1917 

108.5 

134.5 

125.6 

119.8 

102.02 

104.8 

114 

120 

1918 

107.1 

135.6 

125.0 

119.0 

103.24 

106.0 

112 

118 

1919 

110.6 

110.8 

114.0 

112.5 

104.46 

107.2 

105 

106 

1920 

118.0 

• 

128.0 

115.0 

117.0 

105.71 

109.2 

107 

105 

It  is  thus  clear  that,  over  a  considerable  recent  period  concerning 
which  fairly  complete  and  accurate  data  are  obtainable,  the  national 
product  increased  so  much  more  rapidly  than  the  population  that 
each  man,  woman,  and  child  in  the  country  might  have  received  from 
80  to  40  per  cent  more  goods  per  year  at  the  end  of  the  period  than 
each  one  received  at  the  beginning.  If  we  smooth  out  the  fluctuations 
of  production  incidental  to  the  business  cycle,  we  find  that  the  average 
per-capita  increment  to  national  production  was  slightly  under  2 
per  cent  a  year.  This  means  that  the  real  wages  of  all  wage-earners 
might  have  been  increased  at  the  rate  of  a  little  less  than  2  per  cent 
every  year,  or  between  80  and  40  per  cent  for  the  period  in  question, 
while  the  real  incomes  of  all  other  persons  were  being  increased  in  like 
proportion.  This  includes,  of  course,  incomes  classified  under  the 
heads  of  land  and  capital. 

To  put  the  matter  in  another  way,  every  person  in  1899  recdved  a 

a  certain  share  of  the  national  product.      We  need  not   question 

here  whether  that  sharing  was  just  or  proper;  we  know  only  that  it 

existed  and  hence  was  possible.     Now  if  every  one  had  continued  to 

*Uslng  Edmund  E.  Day's  ''Index  of  Physical  Productian,"  Harvard  Uni^enity 
Committee  on  Economic  Research. 
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receiTe  the  same  share  year  after  year,  each  person's  real  income 
would  hare  increased  as  the  national  product  per  capita  increased. 
If  wage-earners,  for  instance,  had  continued  to  receive  the  same  per- 
capita  share  of  the  national  product  year  after  year,  average  real 
wages  would  have  increased  in  direct  ratio  to  the  increase  in  per- 
eapita  production,  and  this  without  any  relative  loss  to  the  shares  of 
other  classes  of  the  population  or  to  land  and  capital.  What,  as  a 
matter  of  fact,  happened? 

m 

Before  the  period  above  mentioned  we  have  only  data  of  the  most 
general  nature — ^production  figures  of  pig  iron,  for  instance,  wage 
rates  in  some  occupations,  an  index  of  retail  food  prices.  In  general 
it  seems  reasonable  to  suppose  from  what  we  know  that  both  pro- 
duction and  real  wages  increased  between  1870  and  1896.  We  have 
not  enough  data  to  make  possible  a  detailed  comparison  between  the 
two  factors  in  this  earlier  period. 

An  studies  of  the  subject,  however,  indicate  that  real  wages  began 
to  fall  about  1896  and  continued  to  fall  up  to  1914  and  perhaps  for 
two  or  three  years  more.  The  most  comprehensive  and  satisfactory 
data  from  which  to  calculate  the  trend  of  wages  come  from  the  U.  S. 
Census  of  Manufactures.  These  are  not  open  to  numerous  objections 
which  have  been  made  to  such  studies  as  those  of  I.  M.  Rubinow  and 
Paul  Douglas,  which  utilize  wage  rates  in  large  measure  and  cover 
only  part  of  the  field.  The  Census  of  Manufactures  covers  all  wage- 
earners  in  factories,  and  it  gives  the  material  for  calculating  annual 
earnings  instead  of  wage  rates,  thus  including  the  effects  of  part 
time  and  seasonal  unemployment.  It  has  been,  to  be  sure,  compiled 
only  every  five  years  and  thus  misses  much  of  the  fluctuation  of  the 
business  cycle,  but  over  a  period  of  twenty  years  we  ought  to  be  aUe 
to  discover  a  trend  within  reasonable  limits  even  from  five-yearly 
data.  An  index  of  real  wages,  made  by  comparing  the  census  figures 
with  the  index  of  retail  food  prices,  shows  the  following  result,  if  we 
tage  1889  as  the  base: 

Indbz  of  Rial  Wagks  (in  Food) 
1889—100 
1899—  99 
1904—  99 
1914—  89 
1919—    98 

Thus,  while  per-capita  production  was  increasing  more  than  80 
per  cent,  real  wages  first  fell  10  per  cent  and  then  recovered  to  a 
position  slightly  below  the  levels  of  1889  and  1899.  It  is  thus  evident 
that  wage-earners  not  only  did  not  receive  the  same  share  per  capita 
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of  the  increased  product  year  after  year,  but  actually  were  receinng 
at  the  end  of  the  period  slightly  less  goods  than  at  the  beginning.  If 
real  wages  had  increased  in  direct  ratio  to  the  increase  in  per-capita 
production,  the  index  number  of  real  wages  in  1919  would  have  heeaoL 
nearer  140  than  98. 

The  index  of  retail  food  prices  was  used  in  arriving  at  these  figures 
because  it  is  the  only  good  index  of  retail  prices  we  have  over  the 
whole  period.  It  may  not  be  closely  indicative  of  the  trend  of  the 
cost  of  living  as  a  whole,  but  since  food  occupies  nearly  40  per  cent 
of  the  wage-earner's  family  budget,  we  are  justified  in  assuming,  I 
think,  that  the  error  is  slight  before  1914.  It  certainly  is  not  large 
enough  to  invalidate  the  broad  conclusion  that  the  trend  of  real  wages 
was  quite  different  from  the  trend  of  productivity. 

More  detailed  figures  on  the  course  of  money  wages  and  on  the 
cost  of  living  are  available  between  1914  and  the  present.  It  is  well 
to  examine  these,  not  only  to  secure  an  index  of  real  wages  for  1920, 
1921,  and  1922,  but  to  check  up  any  error  that  may  be  involved  in 
using  the  retail  food  index  since  1914  when,  on  account  of  the  dis- 
turbance of  price  relationships  incident  to  the  war  inflation  and  de- 
flation, food  prices  fluctuated  more  widely  than  other  retail  prices. 

The  best  sources  for  money  wages  year  by  year  since  1914  are  the 
figures  of  average  weekly  earnings  published  by  the  states  of  New 
York  and  Wisconsin.  Both  cover  a  wide  range  of  industries  and  a 
large  sample  of  the  factory  workers  of  the  respective  states.  That 
the  movement  of  New  York  wages  in  particular  may  be  considered 
closely  indicative  of  factory  wages  throughout  the  country  is  indicated 
by  the  census  figures,  which  show  an  increase  of  average  yearly  factory 
wages  between  1914  and  1919  of  99.04  per  cent  for  New  York,  and 
of  99.8  per  cent  for  the  nation.  From  the  New  York  and  Wisconsin 
state  figures  of  weekly  earnings  a  yearly  index  of  money  earnings  was 
derived  for  each  of  the  two  states.  The  New  York  index  was  then 
deflated  by  the  Bureau  of  Labor  Statistics'  index  of  the  cost  of  living 
for  New  York  City  to  derive  an  index  of  real  earnings.  The  Wis- 
consin index  was  deflated  by  the  cost-of-living  index  for  the  United 
States,  .there  being  no  city  in  Wisconsin  covered  by  the  Bureau.  The 
two  indices  of  real  wages  were  then  combined  by  giving  a  weighting 
of  6  to  the  New  York  series  and  1  to  the  Wisconsin,  this  being  about 
the  ratio  of  the  manufacturing  populations  of  the  two  states.  The 
only  other  state  which  has  published  reliable  wage  figures  is  Massa- 
chusetts, and  this  series  was  not  available  after  1920  at  this  writing. 
The  combined  New  York-Wisconsin  index  of  real  wages  was  compared 
with  an  index  of  real  wages  computed  from  the  Massachusetts  figures 
up  to  1920,  and  the  two  series  were  so  nearly  alike  that  their  co- 


The  ProductMty  Factor  in  Wage  Determinatiant  185 

eflkdent  of  corrdation  was  +.987.  It  may  therefore  be  inferred  that 
the  New  York-Wisconsin  index  of  real  wages  based  on  the  cost  of 
living  from  1914  to  date  is  at  least  close  enough  to  the  facts  to  be 
given  serious  consideration  in  a  broad  discussion  of  this  nature.  The 
series  is  as  follows: 

Indbz  of  Real  Wages  (Cost  of  Liyino) 
FOB  New  York  and  Wisconsin 

1915—101.7 
1914—100.0 
1916—102.2 

1917—  98.5 

1918—  96.6 
1919  —  101.2 
1920—110.1 
1921  —  114.7 

1922  (lOmos.)  117.8 

This  would  indicate  an  increase  in  real  wages  of  about  17  per  cent 
between  1914  and  the  present  year.  If  we  join  this  new  series  with  our 
former  series  derived  from  the  census,  however,  and  reduce  it  to  the 
base  of  1889,  we  find  that  real  wages  at  present  have  increased  only 
a  little  over  4  per  cent  above  1889,  or  about  6  per  cent  above  1899. 
The  index  number  on  the  1889  base  is  104.4. 

Thus,  even  taking  into  consideration  the  recent  rise  in  real  wages, 
due  chiefly  to  the  more  rapid  drop  of  prices  than  of  wage  rates  since 
1920,  we  have  only  a  6  per  cent  increase  in  the  per-capita  pur- 
chasing power  of  factory  wages  to  compare  with  a  80  or  40  per  cent 
increase  in  per-capita  production  in  the  last  twenty-five  years.  Mak- 
ing the  utmost  possible  allowance  for  error  in  the  real  wage  figures, 
it  is  hardly  conceivable  that  this  gap  would  be  bridged. 

IV 

What  became  of  the  augmented  production  of  physical  goods  be- 
tween 1899  and  the  present  which  wage-earners  failed  to  receive? 
The  first  thought  is,  naturally,  that  they  may  have  gone  to  other 
elements  engaged  in  manufacturing.  Both  the  Marxian  and  classi- 
cal economists,  having  in  mind  the  great  increase  in  productive 
capital,  might  expect  to  see  the  share  of  profits  and  interest  enlarged. 
The  census  figures,  however,  seem  to  prove  that  this  is  not  the  case, 
at  least  to  any  great  degree.  If  we  calculate  the  percentages  of 
^alue  Added  by  Manufacture"  which  were  paid  in  wages,  in  salaries, 
and  in  the  margin  which  went  for  profits,  interest,  depreciation,  and 
miscellaneous  expenses,  we  find  that  wages  very  nearly  if  not  quite 
hdd  their  own,  that  salaries  increased  somewhat,  and  that  the  property 
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interest  decreased  slightly.     Dr.  King's  emendation  of  my  table  on 
this  point  is  as  follows: 


Year 

Wages 

Salaries 

Rent,  and  MJs- 
cellancotts 

Per  Cent 

Per  Cent 

Per  Cent 

1M9 

44 

8 

48 

1899 

42 

8 

50 

1904 

41 

9 

50 

1909 

40 

11 

49 

1914 

41 

13 

46 

1919 

42 

12 

46 

My  first  suggestion  was  that  the  extra  products  were  absorbed  by 
those  engaged  in  the  distributing  process,  and  by  the  ^^overhead"  trades 
or  those  not  engaged  in  the  production  of  physical  goods.  This  in- 
ference is  made  reasonable  by  the  fact  that  retail  prices  before  the 
war  seem  to  have  risen  more  than  wholsale  prices.  Between  1899  and 
1914,  for  instance,  retail  prices  of  food  increased  50  per  cent,  while 
wholesale  prices  of  food  increased  only  87  per  cent.  Unfortunately 
we  have  no  other  good  series  of  retail  prices  to  compare  with  whole- 
sale prices  before  1914.  The  same  inference  is  indicated  by  the 
rapidly  increasing  percentage  of  the  population  engaged  in  trade 
and  finance,  the  numbers  in  such  occupations  having  grown  from  6.4 
per  cent  of  the  gainfully  employed  in  1890  to  10.2  per  cent  in  1920. 
The  evidence,  however,  is  inadequate  on  this  point,  and  although  it 
seems  probable  that  the  merchants,  bankers,  advertising  men,  and  the 
like  have  in  part  been  responsible  for  absorbing  the  addition  to  the 
national  income  lost  by  those  engaged  in  manufacture,  they  could 
hardly  have  absorbed  aU  of  it. 

Dr.  King  is  responsible  for  the  data  which  appear  to  show  that 
the  bulk  of  the  increase  in  production  went  to  those  dependent  on 
agriculture  for  their  livelihood.  On  the  basis  of  his  estimates  of  the 
national  money  income,  he  finds  that  the  share  of  the  total  income  of 
the  United  States  going  to  those  engaged  in  agriculture  increased 
from  about  18  per  cent  in  1889  to  about  20  per  cent  in  1918.  During 
the  same  period,  the  share  of  the  total  income  going  to  those  en- 
gaged in  manufacture  fell  a  little  and  then  increased  slightly,  or  from 
about  26  per  cent  in  1889  to  about  29  per  cent  in  1918.  The  per- 
centage of  mining  income  showed  only  a  slight  increase,  while  trans- 
portation fell  slightly. 

Meanwhile  the  number  of  persons  engaged  in  agriculture  had  not 
increased  nearly  so  rapidly  as  the  numbers  engaged  in  the  other  occu- 
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patioDB.  And  so  the  larger  share  of  income  which  agriculture  re- 
ceived was  divided  among  a  smaller  percentage  of  the  gainfully  em- 
ployed population.  From  these  figures  it  is  difScult  to  avoid  the 
conclusion  that  the  per-capita  real  income  of  those  engaged  in  agri- 
culture rose  so  rapidly  between  1899  and  1919  as  to  absorb  most  of 
the  increment  to  national  production  which,  as  we  have  seen,  was  not 
shared  by  factory  workers.  Dr.  King's  tables  on  these  points  are 
here  repeated  for  the  convenience  of  the  reader: 

FmcnrTAAB  or  tbs  Total  Ivookb  or  thx  Uititbd  Statu 


1889 

1899 

1909 

1918 

Affricultuxe 

12.8 

2.5 

25.6 

10.4 

14.1 
3.1 

23.1 
9.2 

16.2 
3.1 

23.5 
9.6 

20.4 

Mminff 

3.3 

Manulactiiffing 

29.4 

8.7 

Total 

51.3 

49.5 

52.4 

61.8 

or  Total  Nvmbk  or  Ftesoirf  HATnro  GAnrruL  Occupatiovs 


1890 

1900 

1910 

1920 

Attributed  to 

Agncultuxe 

39 

1.7 
18 

4.7 

36 

1.9 
18 

5 

33 

2.4 
22 

6.2 

26 

Mininff 

2.6 

Manutactiiring 

27 

7.4 

Total 

63 

61 

64 

63 

It  would  be  improper  to  infer  from  these  figures  that  the  increase 
in  the  average  per-capita  agricultural  income  was  wholly  refiected  in 
the  prosperity  of  actual  working  farmers.  If  we  bear  in  mind  the 
enormous  increases  in  the  value  of  good  farming  land,  and  the  large 
number  of  tenant  farmers  and  farm  mortgages,  we  must  conclude  that 
a  great  part  of  this  new  income  did  not  bring  full  benefit  to  actual 
tillers  of  the  soil. 

The  drastic  fall  in  agricultural  income  in  1920  and  1921  coincides 
with  the  recent  increase  in  real  wages  of  factory  workers.  But  it 
should  be  remembered  that  real  wages  have  apparently  not  yet  risen 
sufficiently  to  indicate  that  factory  workers  are  receiving  as  large  a 
]>er-capita  share  of  the  national  product  as  in  1899.  As  far  as  their 
improvement  of  status  is  concerned,  the  agricultural  rei^  income  per 
capita  nu|^t  still  be  more  than  40  per  cent  greater  than  in  1899.    If 
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the  farmers  are  therefore  suffering  from  extreme  deflation,  they  should 
look  elsewhere  than  to  high  wages  for  the  cause.  If  the  share  of  the 
national  income  now  received  by  factory  wage-earners  is  unwonted  or 
^'abnormal"  according  to  the  standards  of  twenty-five  years  ago,  it 
is  so  only  by  virtue  of  being  too  small. 

V. 

A  summary  of  the  preceding  sections  shows  that  while  the  national 
per-capita  product  was  increasing  steadily  (of  course  with  minor 
fluctuations  due  to  the  business  cycle)  manufacturing  wage-earners 
experienced  the  following  four  periods: 

a)  A  period  (between  1870  and  1896)  about  which  little  is  known  in 
detail  except  that  real  wages  increased. 

h)  A  period  (between  1896  and  1914)  in  which  real  wages  decreased. 
The  new  surplus  of  prodaction^  plus  what  the  wage-earners  lost,  was  ab- 
sorbed in  part  by  manof actoring  salary  earners,  in  part  by  the  distribnting 
and  overhead  trades,  bat  chiefly  by  agriculture. 

e)  A  period  (between  1914  and  1919)  in  which  real  wages  showed  a 
net  increase,  but  not  increase  enough  to  absorb  any  of  the  increase  in  per- 
capita  production  since  1899.  During  this  period  the  real  per-capita 
incomes  of  those  engaged  in  agriculture  increased  as  well. 

d)  A  period  (between  1919  and  the  present)  in  which  real  wages 
showed  a  more  rapid  rise  than  before.  Measured  from  1899,  however,  the 
present  wage  levdi  does  not  show  as  great  an  increase  as  the  increase  in 
per-capita  production  during  the  same  period.  This  recent  rapid  rise  in 
real  wages  was  accompanied  by  a  rapid  decline  in  agricultural  income,  and 
in  the  the  per-capita  income  of  farmers.  Probably,  however,  the  present 
share  per  capita  of  agriculture  in  the  national  income  is  still  larger  than  in 
1899. 

During  the  course  of  each  of  the  above  periods  there  were  fluctua- 
tions in  wages. 

VI 

What  bearing  have  these  conclusions  on  the  wage  theories  and 
arguments  mentioned  at  the  beginning  of  the  study? 

It  is  difficult  to  say  without  more  data  whether  they  tend  to  bear 
out  the  theory  of  marginal  productivity.  They  do  show,  however, 
that  under  actual  conditions  this  principle,  if  it  is  true,  does  not 
operate  in  any  automatic  way  so  as  to  bring  about  results  which  can 
be  recognized  as  just  or  desirable.  Were  there  any  changes  in  the 
relative  contributions  of  factory  labor  to  the  productive  process  which 
made  it  just  that  real  wages  should  increase  from  1870  to  1896, 
should  decrease  from  1896  to  1914,  and  should  increase  «igain  from 
1914  to  1922,  though  not  in  proportion  to  the  increase  in  per-capita 
production?     It  does  not  seem  reasonable  to  suppose  so. 

As  to  the  argument  that  real  wages  do  increase  and  can  increase 
Cfdy  by  increasing  productivity,  and  hence  that  wage-earners  would 
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do  well  to  concentrate  on  improved  effeciency,  the  facts  do  not  seem 
to  establish  any  great  reality  for  such  an  incentive.  The  connection 
between  productivity  and  wages  is  not  close  enough  to  act  as  a  stim- 
ulus. The  most  that  can  be  said  is  that  increased  productivity  en- 
larges the  possibility  of  higher  wages.  Whether  this  possibility  is  to 
be  realized  evidently  depends  either  on  the  blind  play  of  economic 
forces,  or  on  a  higher  degree  of  social  control  than  has  been  exercised 
in  the  past. 

The  argument  that  money  wages  should  be  adjusted  up  or  down 
in  direct  ratio  to  a  cost-of-living  index  does  not  seem  to  be  confirmed. 
Wages  have  not  moved  in  any  such  way  in  the  past.  It  is,  to  be  sure, 
necessary  that  money  wages  should  increase  at  least  as  rapidly  as  the 
cost  of  living,  if  real  wages  are  not  to  fall.  But  it  is  neither  desirable 
nor  necessary  that  money  wages  should  fall  with  the  cost  of  living. 
If  wage-earners  are  to  benefit  by  increased  productivity,  money  wages 
must  increase  more  than  the  cost  of  living  in  the  long  run. 

It  is  obviously  not  true  that  the  real  wages  of  one  group  of  workers 
can  be  increased  only  at  the  expense  of  another  group  of  workers. 
Such  shifts  in  the  distribution  of  the  national  income  do,  indeed,  ap- 
pear to  occur.  But  it  would  be  possible  to  preserve  any  given  status 
of  distribution  by  increasing  the  real  incomes  of  all  persons  in  direct 
ratio  to  the  increase  in  per-capita  production.  The  increase  in  pro- 
ductivity alone  has  been  rapid  enough  to  furnish  substantial  increases 
in  income  to  every  one,  without  robbing  Peter  to  pay  Paul.  This  is 
not  to  say  that  it  might  not  be  desirable  to  award  a  larger  share  of 
the  national  income  to  the  wage-earners  than  in  the  past.  No  one 
has  yet  proved  that  the  rate  of  capital  accumulation,  for  instance, 
ought  to  be  as  rapid  as  it  is,  or  that  society  benefits  from  large  in- 
creases in  agricultural  rents.  But  we  do  not  need  to  go  into  such 
questions  to  see  that  increases  in  purchasing  power  of  wage-earners 
might  reasonably  keep  even  pace  at  least  with  increases  in  per-capita 
production. 

Even  if  shifts  in  the  distribution  of  the  national  income  do  occur, 
that  fact  by  itself  offers  no  assurance  that  a  new  basis  of  sharing  may 
not  arrive  without  upsetting  any  so-called  '^normal"  balance  of  wages 
and  prices.  Where  are  we  to  look  for  such  a  '^normal**  year?  In 
1919?  But  that  differed  from  1914.  In  1914?  But  that  differed 
from  1899.  Such  a  balance,  as  a  matter  of  fact,  has  apparently  not 
been  preserved  without  change  through  any  considerable  part  of  the 
period  we  have  had  under  consideration. 

The  argument  that,  the  national  income  being  what  it  is,  there  can 
be  no  general  increase  in  real  wages  is  erroneous,  for  the  reasons  stated 
above.  If  we  mean  by  the  national  income  merely  an  estimated  total 
of  dollars,  such  an  estimate  is  arrived  at  by  adding  up  the  money  is- 
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comes  of  individuals  or  groups,  and  the  argument  amounts  to  a  mean- 
ingless mathematical  identity.  If  we  mean  by  the  national  income 
an  annual  total  production  of  goods  and  services,  that  can  and  does 
increase,  and  might  under  proper  control  increase  faster  than  it  has  in 
the  past.  Furthermore,  readjustments  in  the  distribution  of  this 
income  have  occurred  and  can  occur  in  the  future. 

Finally,  the  evidence  is  not  conclusive  with  regard  to  the  desirability 
of  the  present  economic  order  from  the  point  of  view  of  the  wage- 
earner.  It  does  not  bear  out  the  Marxian  theory  that  real  wages  must 
fall,  neither  does  it  bear  out  the  opposing  argument  that  real  wages 
must  rise  with  technical  progress.  It  would  appear,  nevertheless,  that 
if  the  wage-earner  is  to  receive  a  minimum  of  justice  his  share  of  the 
national  income  should  not  be  diminished  over  any  considerable  period. 
If  this  end  is  to  be  achieved,  average  real  wages  must  be  increased 
at  least  in  direct  ratio  to  a  smoothed  index  of  national  per-capita 
production. 

Is  such  a  goal  beyond  the  power  of  conscious  social  control?  The 
answer  will  depend  in  part  on  an  analysis  of  the  causes  which  lie 
behind  the  observed  phenomena.  It  may  be  that  there  is  a  significance 
in  the  falling  price  level  which  accompanied  the  rise  in  real  wages  from 
1870  to  1896  and  from  1920  to  1922,  in  the  rising  price  level  which 
accompanied  the  drop  in  real  wages  between  1896  and  1914.  It  may 
be  that  there  is  a  significance  in  the  large  volume  of  immigration  be- 
tween the  nineties  and  1914,  and  in  the  falling  off  of  immigration 
between  1914  and  the  present.  Perhaps  the  rapid  increase  in  trade- 
union  organization  since  1914  is  a  factor.  Possibly  the  processes  of 
distribution  can  be  organized  more  efficiently,  or  the  national  over- 
head can  be  decreased.  The  working  farmers  may  find  some  way  of 
reducing  agricultural  rents  or  interest.  At  any  rate,  those  engaged 
in  making  wage  determinations,  so  far  as  they  hope  to  accomplish 
anything  besides  registering  the  aimless  play  of  the  market,  may  find 
the  beginning  of  a  guide  for  the  use  of  reason  in  the  course  of  national 
productivity. 


FACTORS  IN  WAGE  DETERMINATIONS— DISCUSSION 

Paul  H.  Douglas' — ^While  believing  firmly  in  the  living  wage  principle^ 
I  have  come^  within  the  last  year^  to  doabt  both  the  practicability  and^ 
under  present  conditions^  even  the  desirability  of  paying  every  adult  male 
worker  that  which  the  various  exponents  of  the  standard  of  living  advocate^ 
namely^  an  amount  sufficient  to  maintain  the  man  himself,  his  wife,  and  three 
dependent  children  below  the  age  of  fourteen.  I  believe  we  shall  have  to 
abandon  this  as  a  uniform  minimum  standard  for  two  reasons :  first,  because 
it  would  probably  absorb  too  large  a  share  of  the  national  income  for 
industry  to  stand  the  strain,  and,  second,  because  such  a  family  is  not 
typical  of  actual  workingmen's  families. 

Happily,  there  are  a  number  of  very  interesting  experiments  which  point 
the  way  out  of  the  dilemma.  In  New  South  Wales,  in  France,  Belgium, 
The  Netherlands,  Germany,  and  Austria  a  new  system  of  TninimnTn  wages 
is  rapidly  coming  to  the  fore — ^namely,  paying  men,  not  a  fixed  sum,  but 
instead  a  variable  amount  graduated  according  to  the  number  of  children 
dependent  upon  them  for  support.  Naturally,  the  details  of  these  plans 
vary  greatly.  The  essential  principle  behind  them,  however,  I  believe  to 
be  correct,  and  I  wish  to  suggest  the  three  chief  features  which  should 
characterise  any  such  system  in  the  United  States:  (1)  the  payment  of  a 
basic  mitiimnm  for  all  adult  males  sufficient  to  maintain  either  a  single  man 
living  away  from  home  or  a  married  couple  without  children,  (2)  the  grant- 
ing of  an  adequate  additional  allowance  for  each  additional  dependent  up 
to  a  limited  number  of  children,  and  (8)  the  creation  of  a  pool  through 
which  the  allowances  would  be  paid  in  order  to  prevent  discrimination 
against  the  men  with  the  larger  families. 

Sam  A.  Lewisohn. — Neither  Professor  Commons'  nor  Professor  Ogburn's 
paper  was  before  me  in  advance  and  only  an  abstract  of  Mr.  Soule's,  and  I 
shall  not  discuss  Mr.  Soule's  paper  in  detail  but  merely  deal  with  one  or  two 
features  of  it  as  emphasising  the  two  points  upon  which  I  shall  touch;  one 
being  the  relation  of  the  national  income  factor  to  the  living-wage  factor, 
which  Mr.  Douglas  has  already  mentioned;  the  other  the  relation  of  general 
wages  to  national  productivity. 

In  arriving  at  his  conclusions  Mr.  Soule  has  not,  I  fed,  sufficiently 
emphasised  the  factor  of  immigration,  which  is  a  real  complication  and 
most  very  seriously  affect  any  conclusion  arrived  at.  I  think  this  especially 
goes  to  Mr.  Soule's  questioning  of  the  desirability  of  the  present  economic 
order  from  the  point  of  view  of  the  wage-earner.  Indeed,  the  fact  that 
average  real  wages  had  decreased  would  not  necessarily  indicate  that  the 
economic  status  of  the  workmen  had  deteriorated.  The  immigrants'  living 
conditions  may  have  been  far  worse  abroad.  Their  condition  may  have 
improved^  the  position  of  the  native  workers  may  have  improved,  and  yet 
average  real  wages  may  have  actually  decreased. 

*Mr.  Doo^as  sent  an  abstract  only  of  his  address. 
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Another  factor  which  obvioasly  we  must  keep  in  mind  is  that  the  portion 
of  production  that  does  not  go  to  the  pay  of  employees  is  not  necessarily 
consumed  by  some  Moloch  called  capital  or  distributor,  but  may  be  utilised, 
for  example,  to  house  and  equip  and  provide  producer's  goods  for  the  newly 
arrived  immigrant.  This  complicates  reaching  any  conclusion  from  the  fact 
that  real  wages  have  not  followed  per-capita  production. 

I  cannot  follow  Mr.  Soule  in  his  suggestion  that  there  is  no  harm  in  the 
fact  that  the  real  wages  of  one  group  of  workers  increases  at  the  expense 
of  another  group  of  workers,  especially  if  the  work  and  hazard  involved  are 
similar. 

Without  regard  to  the  question  of  normal  economic  balance,  high  prices 
for  any  particular  commodity  or  service  so  far  as  they  are  created  by  such 
disparity  may  be  more  than  the  traffic  will  bear  and  thus  be  a  retarding 
influence  in  the  maximum  usefulness  of  that  particular  commodity  or 
service. 

On  the  other  hand,  I  emphatically  agree  with  Mr.  Soule  that,  in  order 
to  make  certain  that  the  wage-earners  get  their  proper  share  of  any  increase 
in  per-capita  productivity,  an  index  of  national  per-capita  productivity 
should  be  developed  and  used  to  supplement  the  practice  of  applying  mere 
cost-of-living  index  figures  in  direct  ratio  on  former  wages;  but  I  would 
add  that  the  productivity  figures  should  also  be  used  to  supplement  so- 
called  living  wage  figures. 

In  making  wage  determinations  arbitral  boards  seem  to  have  placed  the 
sole  emphasis  in  the  direction  of  a  consideration  of  family  budgets  which 
Professor  Ogburn  discussed,  and  very  little  reference  has  been  made  to  the 
figures  of  total  national  productivity  or  industrial  productivity  or  to  the 
index  numbers  of  these  figures;  and  that  brings  me  to  my  first  point,  that 
the  difficulty  with  the  living  wage  idea  is  that  too  often  the  relation  of  it 
to  the  capacity  of  the  national  income  has  been  ignored.  It  is  true  that 
some  who  are  sponsors  of  the  idea  have  recognised  this  relation.  For 
example.  Professor  Herbert  Feis,  says,  in  a  recent  book: 

This  essential  relativity  of  the  living  wage  idea  is  weU  pointed  out  In  a 

decision  of  Justice  Brown  of  the  South  Australian  Industrial  Court,  as*  follows: 
''The  statutoi^  definition  of  the  living  wage  is  a  wage  adequate  to  meet  the  normal 
and  reasonable  needs  of  the  worker.  In  other  words,  the  conception  is  ethical 
rather  than  economic.  The  Court  has  not  to  determine  the  value  of  the  services 
rendered,  but  to  determine  what  is  necessary  to  meet  normal  and  relatios  needs. 
It  should  be  obvious  that  in  the  interpretation  of  reasonable  needs  the  court  camiot 
be  wholly  indifferent  to  the  national  income.  The  recuonable  nesdi  of  the  worker 
in  a  comnmnity  where  national  income  is  high  are  greater  than  the  r^atonabU  n€0d9 
of  the  worker  in  a  community  where  the  national  income  is  low." 

In  other  words,  a  living  real  wage  in  Germany  or  Austria  today  is  far 
different  from  a  living  real  wage  in  Germany  or  Austria  of  1914.  A  living 
wage  in  China  is  different  from  a  living  wage  in  England.  On  the  other 
hand,  this  feature  of  relativity  seems  to  be  wholly  ignored  by  some  econ- 
omists, by  public  authorities,  and  in  much  public  discussion.  The  minority 
opinion  in  the  recent  Railroad  Labor  Board  decision  did  not  allnde  to  it. 
Professor  Ogburn  hardly  mentioned  it  except  to  suggest  that  the  wastes 
that  take  place  in  industry  could  be  done  away  with.  Unfortvnatdy  he 
wholly  ignored  the  time  element  involved. 
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I  think  this  attitude  is  somewhat  due  to  a  defect  in  the  terminology 
conmionly  used.  The  very  words  "living  wage"  are  a  half  truth.  They  are 
rhetorical  rather  than  scientific^  and  do  not  suggest  that  either  in  making 
up  or  applying  a  particular  set  of  figures  the  national  productivity  of  the 
particular  country  and  year  should  be  taken  into  consideration.  The  term 
includes  the  comfort  factor  and  excludes  the  national  income  factor. 

Nor  is  it  clear  from  the  language  Judge  Brown  uses  or  from  discussion 
elsewhere  with  respect  to  this  process  of  relativity  whether  it  is  the  statis- 
tician or  the  court  who  is  to  make  the  correction  of  the  comfort  factor  by  a 
consideration  of  the  national  income  factor.  Professor  Feis  suggests  that  in 
making  up  cost-of-living  figures  an  index  number  of  total  commodities  be 
used  instead  of  merely  retail  prices  of  articles  actually  consumed,  because 
it  would  insure  a  closer  accord  between  wages  and  total  product  than  the 
widely  used  present  method.  It  seems  to  me  it  would  be  a  much  better 
method  of  approach  to  use  ordinary  cost-of-living  figures  and  to  supplement 
them  with  index  figures  of  per-capita  national  productivity  and  particularly 
index  figures  of  national  industrial  productivity,  in  the  first  place  because 
this  method)  is  miore  direct,  and,  secondly,  because  it  is  healthy  to  adver- 
tise to  all  concerned  just  what  the  limits  of  the  national  income  are  and 
have  been. 

In  any  event  the  figures  which  are  generally  advertised  as  a  living  wage 
indicate  that  the  correction  has  not  been  made  and  that  the  comfort  factor 
alone  has  been  considered.  I  shall  take  some  of  them  at  random.  The 
figures  of  the  Bureau  of  Economic  Research  show  that  in  1918  71.4  per 
cent  of  the  products  of  mines,  factories,  and  land  transportation  went  as 
pay  to  manual  and  clerical  employees  excluding  salaries  of  officials,  and 
that  for  that  year  the  average  yearly  earnings  of  the  same  group  in  mining, 
factories,  and  transportation  was  $1283,  $1148,  and  $1286  respectively; 
and  Professor  Ogburn  estimated  that  the  minimum  of  subsistence  in  June 
of  that  year,  for  a  family  of  five,  living  in  a  large  eastern  city  was  $1860 
to  $1400,  and  in  November  about  $1600.  The  National  War  Labor  Board 
estimated  what  was  called  the  minimum  comfort  level  in  June,  1918,  for  a 
family  of  five  in  such  a  city  as  $1760  a  year. 

In  1919  the  national  income,  according  to  the  Bureau  of  Economic  Re- 
search, was  $62,000,000,  being  $1690  per  person  gainfully  employed,  and 
the  Bureau  of  Labor  Statistics  estimated  as  a  standard  of  health  and 
decency,  for  August  of  that  year,  for  a  family  of  five  living  in  Washington, 
a  budget  of  $2262.47,  and  for  October  of  that  year,  $2288.26.  These  figures 
were  widely  published  and  their  presentation  to  the  public  was  not  coupled 
with  any  discussion  of  the  figures  of  national  production,  nor  was  there  any 
suggestion  that  the  national  income  imposed  any  limits. 

I  am  not  belittling  the  realities  represented  by  figures  of  the  comfort 
factor.  The  standards  set  are  none  too  high  for  providing  for  comforts 
which  every  enlightened  person  desires  a  workman  should  have. 

I  recognize  that  the  demand  for  a  reasonable  standard  of  comfort  may 
be  a  spur  in  effecting  economies  of  management  and  the  installation  of 
labor-saving  devices;  but  it  is  submitted  that  this  does  not  obviate  the  desir- 
ability of  impartial  economists  emphasising  that  the  national  income  factor 
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must  also  be  taken  into  consideration  in  setting  a  fair  wage.  If  we  con- 
tinae  to  use  the  term  "living  wage/'  it  should  be  explained  or  qualified 
wherever  used  and  its  presentation  should  be  always  coupled  with  a  discus- 
sion of  the  national  income  factor.  Otherwise  we  are  furnishing  ammuni- 
tion to  the  ultra  conservatives  on  the  one  hand  and  to  the  demagogues  on 
the  other. 

As  far  as  the  ultra  conservatives  are  concerned,  it  is  easy  for  them  to 
demonstrate  that  to  set  up  a  wage  based  on  the  comfort  factor  alone  as 
indicated  by  the  use  of  the  term  "living  wage"  is  dangerous.  The  living 
wage,  they  say  with  some  justification,  means  that  certain  groups  to  which 
the  test  is  applied  will  profit  at  the  expense  of  other  groups  of  the  commu- 
nity; or  if  applied  to  all,  which  is  probably  impossible,  we  merely  raise 
prices  and  dislocate  industry.  Thus  this  man  of  straw  which  has  been 
conveniently  set  up  is  knocked  down  and  the  comfort  factor  (and,  by  associa- 
tion, scientific  wage  determination)  in  its  entirety  discredited.  By  using 
the  term  "living  wage"  without  making  clear  the  relation  of  national  in- 
dustrial productivity  to  it,  liberal  middle-of-the-road  public  opinion  may 
be  alienated,  enlightened  social  reform  imperilled,  and  the  effort  to  make 
wage  settlement  a  justiciable  instead  of  a  nonjusticiable  question  retarded. 

In  the  other  direction,  by  failing  to  emphasise  this  relativity  to  the 
national  income  false  hopes  are  raised  in  the  minds  of  an  untrained  public 
that  cannot  be  satisfied,  and  catch-words  furnished  to  the  purveyors  of 
quadL  economic  remedies. 

The  economist  has  a  most  important  duty  with  relation  to  the  clarifying 
of  public  thought  and  discussion  on  such  subjects.  It  is  his  function  to 
discourage  muddy  thinking  and  encourage  true  sophistication.  This  will 
not  be  promoted  by  failure  to  emphasise  in  what  he  says  or  writes  important 
factors  in  the  situation.  We  must  remember  that  die  public  takes  these . 
figures  quite  literally — ^many  of  them  have  no  conception  of  the  idea  of 
national  income.  By  all  m;eans  let  economists  hammer  at  the  idea  that  the 
present  real  wages  do  not  in  m^any  instances  provide  what  common  sense 
considers  adequate  comlf orts  and  point  out  that  management  in  a  much  larger 
measure  than  labor,  as  the  Federated  Engineering  Societies  pointed  out, 
is  wasteful  in  producing  the  national  income — I  entirely  agree  with  what 
Professor  Commons  said  about  the  primary  responsibility  of  management — 
but  let  them  not  in  the  process  create  mistaken  public  impressions  as  to 
what  can  be  done  in  the  immediate  present. 

To  come  now  to  my  second  point,  namely,  the  question  of  the  relation  of 
general  wages  to  productivity,  I  approach  the  question  from  a  different 
ang^e  from  Mr.  Soule.  He  has  raised  the  question  as  to  what  share  of  the 
national  income  present  and  future  shall  reach  individuals  in  the  form  of 
real  wages.  I  rather  discuss  the  question  as  to  whether  a  particular  policy 
generally  adopted  as  to  basic  wages  may  have  an  effect  upon  production 
and  thus  upon  the  extent  of  the  national  income.  Industry  is  dynamic  and 
wages  may  be  a  cause  as  well  as  an  effect. 

Extremists  on  one  side  suggest  that  there  is  so  much  national  production 
— so  many  laborers — ^and  as  only  a  small  proportion  goes  to  capital  and 
management  to  raise  money  wages  generally  is  nierely  to  increase  prices 


Factors  in  Wage  Determinations — Discussion  146 

and  not  to  raise  real  wages  bat  merely  to  create  economic  disturbance.  Ex- 
tremists on  the  other  side  suggest  that  if  wages  were  raised  radically 
in  some  miraculoas  way  production  would  increase — ^in  other  words,  we 
could,  as  it  were,  pull  ourselves  up  by  our  own  bootstraps.  I  think  we 
may  safely  take  a  middle  ground  and  assume  that  it  is  at  least  possible  that 
the  rate  of  progress  of  national  productivity  may  be  substantially  affected 
by  the  particular  wage  policy  adopted. 

Particularly  at  certain  critical  periods  of  a  business  cycle  it  would  seem 
as  if  the  policy,  liberal  or  otherwise,  that  is  adopted  by  industrial  leaders  and 
arbitral  boards  may  have  an  important  influence  on  the  future  trend  of  the 
curve  and  upon  future  national  productivity. 

In  order  to  niake  my  point  dear  I  will  suppose  that  we  are  at  that  point 
in  the  depressive  period  of  a  business  wave  when  wages  are  being  deflated. 
A  certain  amount  of  deflation  is  inevitable  and  necessary,  but  at  this  juncture 
employers  and  arbitral  boards  are  under  the  necessity  of  deciding  just  how 
drastic  the  cuts  are  to  be.  They  decide  not  to  make  too  drastic  a  cut  but  to 
make-up  the  balance  of  the  saving  in  cost  that  is  necessitated  by  the 
lower  prices  they  are  receiving  by  increased  managing  efficiency  and  the 
installation  of  labor-saving  devices.  By  maintaining  wages  at  certain 
levels  at  such  a  time,  by  discounting  the  future  and  not  cutting  quite  to  the 
extent  indicated  by  the  decrease  in  the  cost-of-living  index,  but  instead 
leaving  a  little  "play,"  employers  may  challenge  themselves  to  create  a 
greater  per-capita  productivity. 

There  is,  of  course,  another  aspect  to  the  question  on  which  I  will  not 
elaborate — ^whether  the  fact  that  money  wages  are  maintained  at  such  a 
period  does  not  prevent  a  diminution  in  the  resources  of  the  large  consuming 
public  and  thus  accelerate  a  resumption  of  business  activity. 

But  to  come  back  to  the  question  of  productivity.  There  are  economists 
I  am  sure  who  are  skeptical  whether  the  rate  of  progress  can  be  accelerated 
in  this  way.  They  take  a  rather  fatalistic  view  and  assume  that  the  secular 
trend  of  production  is  constant ;  that  statistics  indicate  that  there  is  a  normal 
growth  in  industrial  arts,  a  very  definite  regular  increase  in  productivity, 
which  cannot  be  speeded  up  in  this  manner.  Any  departure  from  a  policy 
of  drastic  Wage  deflation  at  such  a  juncture  they  say  would  merely  have  the 
effect  of  disturbing  healthy  liquidation  and  getting  down  to  a  so-called 
normal  price  level.  I  am  one  of  those  who  am  inclined  to  believe  that  a 
less  drastic  policy  would  serve  to  accelerate  productivity  as  suggested  and 
be  a  more  healthy  influence. 

From  a  broad  perspective  as  affecting  total  production,  this  whole  subject 
would  seem  to  be  more  important  to  the  economic  welfare  of  everybody  in 
the  country  than  any  question  of  distribution  between  profits  and  wages. 

Besides  helping  to  guide  employers,  more  light  upon  it  will  assist  in 
furnishing  principles  and  creating  the  standards  which  arbitral  boards, 
where  they  exist,  may  follow.  As  I  have  previously  suggested,  too  much 
emphasis  has  been  placed  on  the  consideration  of  family  budgets  and  too 
litUe  on  the  figures  of  total  national  productivity.  In  addition  to  the 
consideration  of  index  numbers  of  per-capita  productivity  for  the  nation 
and  for  the  particular  industries,  a  certain  percentage  might  be  considered 
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as  a  load  upon  production  figures  to  discount  the  possible  future  additional 
productivity  which  might  be  brought  about  by  a  liberal  wage  policy.  But 
in  this  connection  it  should  be  kept  in  mind  that  we  cannot  afford  to  be 
too  radical  in  discounting  the  future  on  behalf  of  any  particular  minority 
of  the  workers^  because  it  might  only  be  at  the  immediate  expense  of  the 
majority. 

The  upshot  of  the  discussion  then  is  that  it  is  important^  on  the  one 
hand^  that  the  public  and  laboring  group  be  impressed  in  just  as  widespread 
a  fashion  as  possible  with  the  fact  that  the  term  "living  wage"  is  a  half 
truth  and  there  is  a  limit  to  the  national  income^  and^  on  the  other  hand^ 
that  employers  and  the  public  generally  be  made  to  realise  that  a  sanely 
liberal  policy  as  to  general  money  wages  will  in  all  probability  help  to 
bring  about  a  larger  productivity. 


THE  COURSE  OF  AGRICULTURAL  INCOME  DURING  THE 
LAST  TWENTY-FIVE  YEARS 

Bt  David  Fbidat 
Michigan  Agricultural  CoUege 

It  is  the  purpose  of  this  paper  to  set  forth  the  course  of  the  Amer- 
ican fanners'  income  during  the  twenty-five  years  which  have  elapsed 
since  industry  recovered  from  the  depression  of  the  nineties  in  the  year 
1897.  The  writings  of  those  who  speak  for  the  farmer  these  days 
make  a  doleful  tale.  Every  one  seems  called  upon  to  present  the  pic- 
ture as  darkly  as  may  be.  In  the  latest  book  on  the  agricultural 
situation  we  read  that  'Srhile  professing  great  faith  in  the  man  on  the 
land,  our  people  have  developed  an  apathy  toward  the  real  needs  of 
agriculture,  until  an  impending  disaster,  long  forecast  and  foretold, 
had  to  break  upon  our  heads  to  awaken  us."  Again  we  read  that 
**Even  today,  after  three  years  of  readjustment,  what  the  farmer  sells 
is  anywhere  from  20  to  50  per  cent  nearer  pre-war  prices  than  what 
he  buys.  And  pre-war  prices  themselves  were  notoriously  unfair  to 
him."  We  are  told  that  the  farmer  has  not  had  both  wages  and  re- 
turns upon  his  property  at  any  time  in  the  last  fourteen  years,  except 
in  1918  and  1919.  What  happened  before  that  we  are  not  told,  be- 
cause the  figures  of  the  National  Bureau  of  Economic  Research  do 
Bot  go  back  beyond  1919.  The  implication  is,  however,  that  the  farm- 
er's situation  has  always  been  bad,  and  with  the  progress  of  time 
has  gone  from  bad  to  worse  except  for  the  few  years  when  war  lifted 
him  out  of  the  slough. 

These  utterances  are  calculated  to  produce  in  the  mind  of  a  large 
part  of  our  population,  and  of  the  agricultural  community  in  particu- 
lar, the  impression  that  the  lot  of  the  farmer  has  not  improved  for 
many  years.  Instead,  history  has  brought  him  by  degrees  to  the 
verge  of  financial  and  economic  ruin  on  which  he  is  now  reputed  to  be 
tottering.  Surely  this  is  a  proper  sphere  of  inquiry  for  the  political 
economist.  If  the  implications  which  inhere  in  these  utterances  are 
sound,  the  situation  of  our  agriculturists  is  one  that  warrants  political 
action.  If  these  implications  are  mistaken,  it  is  well  that  we  know  it. 
For  it  can  benefit  no  one,  not  even  the  farmer,  to  prescribe  remedies  for 
conditions  which  are  non-existent. 

It  is  of  interest  to  note,  before  passing  to  the  examination  of  the 
statistical  evidence  regarding  the  farmer's  income,  that  there  have 
been  times  in  the  past  when  agriculture  in  the  United  States  has  been 
considered  prosperous.  Viewed  in  retrospect,  the  year  1895  would 
not  impress  us  as  a  prosperous  one  for  the  farmer.  Yet  in  that 
year  the  Yearbook  of  the  Department  of  Agriculture^  after  estimating 
the  value  of  farm  products  at  $2,800,000,000,  issued  this  challenge: 
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**In  the  presence  of  these  facts  how  can  anyone  dare  to  assert  that 
farming  is  generally  unremunerative  and  unsatisfactory  to  those  who 
intdligently  follow  it?**  And  in  that  dark  year  1896  SecreUry  Mor- 
ton reviews  the  situation  after  this  fashion:  '^The  constant  com- 
plaint by  the  alleged  friends  of  farmers,  and  by  some  farmers  them- 
sdyes,  is  that  the  government  does  nothing  for  agriculture.  In  con- 
ventions and  congresses  it  has  been  proclaimed  that  the  farmers  of 
the  country  are  almost  universaUy  in  debt,  despondent,  and  suffering. 
Largdy  these  declarations  are  without  foundation.  Their  utterance 
is  a  beli'ttlement  of  agriculture,  and  an  indignity  to  every  intelligent 
and  practical  farmer  in  the  United  States.  The  free  and  independent 
farmers  of  this  country  are  not  impoverished.  They  are  not  mendi- 
cants; they  are  not  wards  of  the  government,  to  be  treated  to  an- 
nuities. They  are  the  representatives  of  the  oldest,  most  honoraUe, 
and  most  essential  occupation  of  the  human  race 

^'Legislation  can  neither  plow  nor  plant.  The  intelligent,  practical, 
and  successful  farmer  needs  no  aid  from  the  government.  The  igno- 
rant, impractical,  and  indolent  farmer  deserves  none.  It  is  not  the 
business  of  government  to  legislate  in  behalf  of  any  class  of  citizens 
because  they  are  engaged  in  any  specific  calling,  no  matter  how  essoi- 
tial  the  calling  may  be  to  the  needs  and  comforts  of  civilization." 

In  that  year  the  writer  sold  corn  in  Michigan  at  19  cents  a  bushd, 
and  hauled  it  five  miles  to  deliver  it.  Three  years  later,  in  1900,  there 
was  universal  comment  on  the  prosperity  of  the  farmer.  Every  one 
interested  in  this  problem  of  agricidtural  prosperity  should  read  the 
opening  pages  of  a  little  volume  entitled  Our  New  Prosperity^  written 
by  Ray  Stannard  Baker  in  that  year.  Although  the  utterances  of 
Secretary  Morton  in  1896  and  1897  may  have  been  overly  roseate, 
there  can  be  no  doubt  that  the  farmers  considered  themselves  pros- 
perous in  1900. 

This  paper  will  trace  the  course  of  agricultural  income  from  the 
year  1897,  when  the  industry  was  just  emerging  from  a  severe  depres- 
sion which  had  lasted  for  three  years.  In  that  year  the  gross  value 
of  all  agricultural  products  was  just  under  four  billion  dollars.  By 
1900  larger  crops,  coupled  with  better  prices,  had  raised  the  value 
of  the  farmers'  output  to  five  billion  dollars ;  hence  the  increase  in  the 
farmers'  state  of  well-being.  In  tracing  the  course  of  agricultural  in- 
come, it  seems  wise  to  start  with  a  point  such  as  is  here  chosen,  where 
the  relative  prosperity  of  agriculture  was  universally  conceded.  Then, 
too,  the  beginning  of  the  period  lies  far  enough  in  the  past  to  enaUe 
us  to  gain  a  proper  perspective. 

Most  of  the  comparisons  of  agricultural  income  made  nowadays  go 
back  to  1918  as  a  basic  year  for  purposes  of  comparison.  One  com- 
putation, that  of  the  National  Bureau  of  Economic  Research,  reaches 
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back  to  1909.  Its  findings  produce  a  rather  colorless  impression 
just  because  there  is  no  clear  notion  in  the  mind  of  the  reader  con- 
cerning the  relative  state  of  agricultural  well-being  in  the  period 
immediately  preceding  the  European  war.  It  seems  wise,  therefore,  to 
select  as  our  starting  point  a  period  in  which  the  prosperity  of  the 
farmer  was  pronounced. 

What,  then,  was  the  farmer's  income  in  1918  as  compared  with 
1900?  What  was  it  in  1919  at  the  height  of  war  prosperity,  and 
what  was  it  in  1922?  Several  methods  have  been  employed  in  com- 
paring the  course  of  agricultural  income  at  different  periods  of  time. 
One  procedure  much  in  vogue  at  the  present  time  is  to  set  the  course 
of  agricultural  prices  over  against  the  movement  of  all  prices.  This 
method  has  found  special  favor  in  the  eyes  of  the  spokesmen  of  the 
farming  interests,  and  is  being  used  by  the  Department  of  Agriculture. 
Let  us  begin,  then,  by  setting  down  the  course  of  prices  of  farm  prod- 
ucts and  of  all  commodities  for  the  last  twenty-five  years  as  shown 
by  the  revised  index  number  for  wholesale  prices  of  the  United  States 
Bureau  of  Labor  Statistics.     (See  the  table  on  next  page.) 

When  using  these  figures  for  the  purpose  of  arriving  at  an  index 
of  the  farmer's  economic  condition,  it  has  been  customary  to  compare 
the  prices  which  he  received  during  past  years  with  those  of  1918. 
Likewise,  in  translating  these  prices  into  real  income,  or  purchasing 
power,  it  has  been  customary  to  compare  them  with  the  prices  of  other 
commodities  in  1918.  Now  there  is  nothing  about  the  year  1918 
which  entitles  it  to  special  consideration  when  we  are  seeking  for  a 
normal  year,  except  perhaps  that  the  balance  existing  between  the 
prices  of  farm  products  and  all  commodities  at  that  time  had  pre- 
vailed for  five  years.  Certainly  it  is  well  to  ballast  our  judgment  by 
several  comparisons  taken  at  different  times.  If  we  compare  it  for 
a  moment  with  the  prosperous  year  1900  we  find  that  the  relation  of 
the  prices  of  farm  products  to  all  commodities  is  almost  precisely  the 
same  in  1922  as  it  was  in  that  year.  If  we  compare  the  prices  of 
farm  products  with  those  of  all  commodities  for  the  years  1897  to 
1912  inclusive,  we  find  that  the  former  stood  at  81  and  the  latter  at 
86  per  cent,  respectively,  of  those  of  1918.  Throughout  this  period 
of  sixteen  years,  then,  the  price  situation  was,  on  the  average,  less 
favorable  to  the  farmer  than  in  the  years  immediately  preceding  the 
war.  The  balance  between  farm  products  and  all  commodities  which 
prevailed  in  1918  was  first  attained  in  1909;  and  it  remained  practi- 
cally undisturbed  in  the  five  years  culminating  in  the  outbreak  of  the 
European  war.  In  the  two  years  1899  and  1900  farm  products  were 
deven  points  lower  than  all  commodities. 

When  we  consider  the  years  from  1914  to  date,  we  find  that  the 
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9 

86 

1904 

81 

6 

86 

1905 

79 

7 

86 

1906 

80 

9 

89 

1907 

87 

7 

94 

1908 

86 

4 

90 

Average  1900-08 

80 

6 

86 

1909 

97 

0 

" 

97 

1910 

103 

2 

101 

1911 

93 

0 

93 

1912 

101 

2 

99 

1913 

100 

0 

100 

Average  1909-13 

99 

*i 

98 

1914 

103 

6 

98 

1916 

104 

3 

101 

1916 

123 

4 

127 

1917 

190 

13 

177 

^918 

218 

24 

194 

1919 

231 

26 

206 

Average  1914-19 

ioi 

ii 

150 

1920 

2i8 

* ' 

8 

226 

1921 

124 

23 

147 

1922 

133 

16 

149 

Average  1897-1922 

109 

3 

ii2 

Average  1897-1912 

81 

6 

86 

Aterage  1914-1922 

160 

2 

158 

index  number  for  farm  products  averages  two  points  higher  than 
does  that  of  all  commodities.     It  stood  at  160.4,  while  all  commodi- 
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ties  stood  at  158.8.  There  are  good  reasons  for  believing  that  the 
conclusion  of  the  building  boom,  the  improvement  of  the  coal  situa- 
tion, and  the  competition  of  foreign  manufactured  goods  in  American 
markets,  coupled  with  the  migration  of  labor  from  the  farm  to  the 
city,  will  create  a  situation  within  another  twelve  months  where  the 
relation  of  prices  of  farm  products  to  other  commodities  will  be  at 
least  as  favorable  as  it  was  in  the  fourteen  years  of  agricultural 
prosperity  which  culminated  in  1918. 

The  man  who  has  farmed  continuously  for  the  last  fourteen  years 
has  enjoyed  throughout  that  entire  period  an  average  price  for  his 
product  which  was,  relative  to  the  prices  of  all  commodities,  as  favor- 
able as  that  which  existed  in  1913.  The  man  who  sold  his  farm  after 
reaping  the  increase  in  prices  which  occurred  between  1914  and  1919 
is  fortunate  indeed.  Conversely,  anyone  who  purchased  his  farm 
and  equipment  at  the  prices  which  prevailed  in  1919  and  1920  must 
be  in  sore  financial  difficulty.  The  great  mass  of  our  farmers  have 
neither  sold  nor  bought  farms;  they  have  owned  and  operated  the 
same  farms  throughout  this  entire  period  and  for  many  years  pre- 
vious. These  men  have,  on  the  average,  enjoyed  a  more  favorable 
price  situation  during  the  last  decade  and  a  half  than  they  did  during 
the  ten  years  from  1900  to  1909.  And  those  were  conceded  to  be 
years  of  prosperity. 

For  the  last  two  years  the  situation  has  been  less  favorable.  This 
is  due,  not  to  any  conspiracy  against  the  farmer,  but  to  a  funda- 
mental fact  concerning  agricultural  production  which  arises  out  of 
the  nature  of  that  industry.  Agriculture,  unlike  most  industries, 
does  not  decrease  its  productive  effort  or  its  output  when  demand 
decreases  and  prices  fall  in  times  of  general  depression.  The  reason 
for  his  failure  to  reduce  production  is  that  the  farmer  is  not  only 
capitalist  and  entrepreneur,  but  the  principal  laborer  of  his  enter- 
prise as  weU.  The  additional  labor  is  furnished  for  the  most  part  by 
members  of  his  own  family.  Because  of  this  fact  he  is  in  no  position 
to  cut  down  costs  by  dismissing  his  labor,  as  is  the  manufacturer. 
He  would  lose  more  by  reducing  production  on  his  individual  farm 
than  he  could  gain  by  the  rise  of  prices.  So  agricultural  output  con- 
tinues at  the  full  during  depression,  while  manufacturing  and  mining 
decline.  In  such  a  situation  it  is  quite  natural  that  the  prices  of  farm 
products  should  fall  more  than  those  of  most  other  commodities.  It 
is  interesting  to  note  in  passing  that  owing  to  the  decline  in  demand, 
the  prices  of  metals  fell  to  the  same  point  as  agricultural  products 
during  our  recent  depression.  In  December,  1922,  metals  were  still 
fourteen  points  below  them. 
The  question  will  inevitably  arise  whether  it  is  permissible  to  gen- 


162  American  Economic  Association 

eralize  after  this  manner^  drawing  conclusions  with  respect  to  agricul- 
tural income  from  price  index  numbers.  Certainly  such  conclusions 
are  subject  to  grave  limitations.  The  chief  of  these  is  found  in  the 
fact  that  we  are  using  index  numbers  of  wholesale  prices  paid  not 
at  the  farm  but  in  most  cases  at  central  markets.  The  prices  quoted 
usuaUy  include  transportation  charges  from  the  farm  to  that  mar- 
ket. These  must  be  deducted  before  we  can  arive  at  the  amount  which 
the  farmer  receives.  On  the  side  of  the  conunodities  which  the  farm- 
er buys,  these  index  numbers  are  subject  to  two  limitations:  first, 
they  are  wholesale  and  not  retail  prices;  and,  second,  they  are  not 
weighted  in  accordance  with  the  farmer's  customary  purchases. 

The  Department  of  Agrciulture  and  the  Bureau  of  Labor  Statistics 
in  cooperation  could  do  the  field  of  economic  statistics  an  immense  ser- 
vice by  constructing  a  new  index  number  properly  weighted  for  the 
things  which  the  farmer  buys.  These  should  be  grouped  under  the  two 
headings  '^Consumers'  Groods"  and  'Producers'  Groods."  It  is  hi|^ 
time,  too,  that  some  one  undertake  the  construction  of  an  index  num- 
ber covering  the  services  of  transportation  and  public  utility  com- 
panies. The  omission  of  these  conunodities  from  existing  index  num- 
ber's is  one  of  their  greatest  defects. 

But  this  criticism  of  the  results  derived  from  the  employment  of 
inadequate  index  numbers  cannot  be  urged  as  a  defense  by  those  who 
have  themselves  employed  this  method.  It  is  entirely  proper  to  use 
this  data  in  subjecting  their  findings  to  critical  examination. 

All  conclusions  concerning  agricultural  income  drawn  from  an  ex- 
amination of  price  data  must  be  corrected  for  another  factor.  In- 
come is  the  product  of  prices  multiplied  by  output.  The  output  per 
person  engaged  in  agriculture  has  not  remained  stationary  during  the 
last  quarter  century.  The  statistics  of  Edmund  Day  and  Walter 
Stewart  show  that  agricultural  output  measured  in  physical  units 
has  been  almost  40  per  cent  higher,  on  the  average,  since  1914  than 
it  was  in  1900.  The  number  of  people  who  produce  these  conunodi- 
ties has  not  increased  by  more  than  10  per  cent.  The  output  per 
person  is,  therefore,  fully  26  per  cent  higher  than  it  was  two  decades 
ago.  When  this  corrective  factor  is  taken  into  consideration,  it  be- 
comes clear  that  the  income  of  the  farmers  of  this  country  from  1914 
to  1922  inclusive  was  approximately  one-third  greater  per  farmer, 
measured  in  terms  of  actual  purchasing  power,  than  it  had  been  in 
the  decade  following  1900.  It  is  this  growth  in  income  which  is 
primarily  responsible  for  the  increase  in  the  value  of  agricultural  land 
and  buildings  from  less  than  $17,000,000,000  in  1900  to  over  $66,000,- 
000,000  in  1920.  When  this  fact  of  increased  productivity  is  taken 
into  consideration,  the  purchasing  power  of  the  average  farmer,  even 
in  1922,  is  greater  than  it  was  in  that  earlier  decade. 
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So  much  for  the  approach  to  this  problem  of  agricultural  income 
by  way  of  price  index  numbers.  A  more  direct  method  of  approach 
is  through  the  figures  of  gross  value  of  farm  products  based  on  prices 
at  the  farm.  These  have  risen  from  a  little  less  than  $4,000,000,000 
in  1897  to  $5,000,000  000  in  1900,  and  to  $9,895,000,000  in  1914. 
They  reached  their  highest  point  in  1919,  when  they  amounted  to 
$23,788,000,000.  In  1921  they  fell  to  $12,366,000,000  and  for  1922 
they  stand  at  $14,810,000,000.  The  following  table  sets  forth  the 
total  gross  value  of  farm  products  annuaUy  since  1897. 


AjKwnjj,  GmoM  Vikx.rs  ctr  Famm  Pftooixcn  nr  UirrriD  Staim 
(In  mmion  dollars) 


Year 

Gross  Value 

Percentage  of  Each  Year  to 
1913  as  100 

1897 
1898 
1899 
1900 

3  961 

4  339 

4  717 

5  010 

44.0 
47.8 
50.8 

1901 
1902 
1903 
1904 
1905 

5  302 

5  595 
5887 

6  122 
6  274 

53.8 
56.8 
59.7 
62.1 
63.7 

1906 
1907 
1908 
1909 
1910 

6  674 

7  448 

7  891 

8  558 

9  037 

68.6 
76.0 
80.1 
86.9 
91.7 

1911 
1912 
1913 
1914 
1916 

8  819 

9  343 
9  850 
9  895 

10  775 

89.5 

94.8 

100.0 

100.4 

109.4 

1916 
1917 
1918 
1919 
1920 

13  406 
19  331 

22  480 

23  783 
18  263 

136.1 
196.2 
228.2 
241.4 
185.4 

1921 
1922 

12  366 
14  310 

125.5 
145.3 

These  are  figures  of  gross  value,  rather  than  net.  They  contain 
both  the  com  which  the  farmer  grew  and  the  pork  which  was  pro* 
duced  by  feeding  the  corn  to  hogs,  the  oats  and  hay  which  were  fed 
to  the  horses,  and  the  wheat  and  cotton  which  these  animals  were 
employed  to  grow.  They  are  subject  to  other  limitations,  too;  but 
Cor  aU  that  they  are  the  most  accurate  index  of  the  income  of  the 
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fanner  over  the  last  quarter  century.  It  is  true  that  the  figures 
for  net  value  product  of  agriculture  reached  by  the  National  Bureau 
of  Economic  Research  for  the  years  1900  to  1920  are  not  a  constant 
percentage  of  the  gross  value  shown  by  the  Department  of  Agriculture. 
According  to  the  National  Bureau,  the  net  value  product  was  60,  61, 
and  60  per  cent  of  the  Department's  gross  in  1913,  1914,  and  1915 
respectively.  By  1917  it  was  only  50  per  cent,  but  by  1919  it  had 
risen  again  to  62  per  cent.  In  the  intervening  years,  1916  and  1918, 
it  was  54  and  56  per  cent  respectively.  Investigation  shows  that 
this  fluctuation  in  the  relation  of  net  value  to  gross  was  due  to  in- 
ventory adjustments  of  live  stock  on  farms.  These  were  of  large 
proportions  and  were  arrived  at,  according  to  the  Bureau's  publica- 
tions, by  the  use  of  a  ^^rather  devious  plan  of  computation."  The 
deviousness  of  these  computations,  and  the  number  of  assumptions 
which  they  involve,  incline  one  to  the  view  that  their  omission  would 
give  a  more  accurate  picture  of  the  net  value  product  of  agriculture 
from  year  to  year. 

Whatever  limitations  may  inhere  in  the  gross  value  figures  of  the 
Department  as  an  index  of  fiuctuations  from  year  to  year,  they  are 
a  dependable  index,  according  to  all  evidence,  for  periods  covering 
a  number  of  years.  For  the  decade  1900-1909  the  total  gross  value 
of  all  products  was,  on  the  average,  66  per  cent  of  that  of  1913. 
For  the  years  1914-1922  inclusive,  the  index  was  164  per  cent.  Dur- 
ing this  latter  period  the  wholesale  price  index  for  all  commodities 
stood  at  158  per  cent,  and  that  for  farm  products  at  160.  In  the 
former  decade  the  wholesale  price  index  for  all  commodities  stood  at 
87,  while  farm  products  were  82.  The  average  number  of  people  en- 
gaged in  agriculture  had  not  increased  by  more  than  5  per  cent  be- 
tween the  two  periods.  Consequently,  the  real  income  per  person 
engaged  in  the  industry  has  been  about  80  per  cent  higher  since  1914 
than  it  was  in  the  decade  following  1900.  Even  for  the  year  1922, 
it  will  be  only  slightly  lower  than  it  was  in  the  earlier  period. 

The  figures  which  have  been  cited  concerning  farm  incomes  do  not 
settle  the  question  of  agricultural  policy  for  the  United  States,  nor 
are  they  intended  to  do  so.  But  they  do  give  us  one  historical  fact 
which  must  be  held  in  mind  in  formulating  such  a  policy. 

Nor  do  these  figures  throw  any  direct  light  upon  the  relative 
well-being  of  the  people  engaged  in  agriculture  as  compared  with 
those  engaged  in  manufacturing,  mining,  or  transportation.  The 
data  concerning  the  gross  value  of  agricultural  products  which  has 
been  presented  does,  however,  permit  of  one  comparision.  In  1899 
the  gross  value  of  agricultural  products  and  the  value  added  bj 
manufactures  were  approximately  equal.  The  same  was  true  in  1904, 
1909,  and   1914.     In  1919  the  value  added  by  manufactures  ex- 
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ceeded  the  gross  value  of  agriculture  by  about  6  per  cent.  The 
number  of  wage-earners  employed  in  manufacture  increased  during  the 
twenty  years  preceding  1919  from  4,712,763  to  9,096,372;  while  all 
persons  engaged  in  the  industry  increased  from  6,300,000  to  10,800,- 
000.  In  agriculture  the  increase  was  hardly  more  than  10  per  cent. 
Certainly  the  relative  growth  of  income  per  person  engaged  must  have 
been  markedly  greater  in  agriculture  than  in  manufacturing.  It  is 
certain  that  the  rewards  of  agriculture  have  been  sufficient  during 
this  period  to  increase  the  number  of  farms  by  12  per  cent  and  to 
increase  the  output  by  almost  40  per  cent. 

No  attempt  is  made  here  to  arrive  at  the  absolute  net  income, 
either  in  agriculture  or  in  other  lines  of.  industry.  That  is  an  im- 
portant and  interesting  problem,  and  some  day  we  may  have  figures 
covering  the  various  industries  for  the  period  here  under  review.  Any 
consideration  of  that  question  would  raise  at  once  several  problems 
which  no  one  has  yet  attacked  in  a  workmanlike  manner.  One  of 
these  is  the  rental  situation  for  residences  and  the  amount  which 
shall  be  imputed  as  income  to  the  farmer  on  account  of  this  factor. 
It  is  certain  that  this  problem  in  rural  communities  is  not  imposing 
the  burden  and  the  hardship  which  the  shortage  of  houses  has  created 
in  our  industrial  centers.  The  number  of  houses  in  the  rural  com- 
munities has  increased  more  rapidly  during  the  last  twenty  years  than 
has  the  population;  and  the  quality  of  those  houses  has  been  greatly 
improved.  Very  few  farmers  find  themselves  called  upon  at  this 
time  to  invest  their  capital  accumulation  in  additional  housing  facili- 
ties at  these  high  prices.  This  is  one  of  the  counterbalancing  factors 
in  the  situation  during  the  last  few  years  which  has  been  overlooked 
by  the  spokesmen  for  agriculture.  Many  a  city  dweller  has  found  it 
necessary  to  invest  as  much  in  a  home  as  the  farmer  has  invested  in 
his  farm. 

Another  factor  which  has  been  neglected  in  the  comparison  of  in- 
comes in  the  various  industries  is  that  of  taxation.  In  1919,  at  the 
peak  of  prices  and  of  income,  the  total  taxes  paid  by  all  farmers  to 
all  governments,  state,  local,  and  national,  were  less  than  $760,000,000. 
The  manufacturing  establishments  paid,  in  the  same  year,  $2,079,- 
000,000;  their  stockholders  and  employees  paid  at  least  another 
billion  dollars  in  taxes.  In  1914  the  farmers  paid  less  than  $400,- 
000,000  in  taxes,  while  manufacturing  establishments  paid  $441,000,- 
000.  -The  increase  of  taxes  paid  out  of  agricultural  incomes  has  been 
much  smaller  during  the  last  decade  than  that  paid  out  of  urban  in- 
come. These  factors  of  house  rent  and  of  taxes  illustrate  the  type 
of  problem  which  confronts  the  investigator  who  attempts  to  arrive 
at  a  comparative  statement  of  income  for  different  industries. 
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This  paper  has  been  frankly  critical  of  the  statements  issued  so 
freely  in  recent  years  which  imply  that  there  has  been  a  great  dis- 
parity in  the  growth  of  agricultural  income  as  compared  with  that 
of  other  industries.  Undoubtedly  there  are  many  farmers  whose  ex- 
perience does  not  square  with  the  course  of  agricultural  income  here 
set  forth.  There  has  been  much  real  distress  in  agriculture,  and 
there  is  still  a  great  deal  of  it.  But  for  the  most  part  it  is  not  due 
to  any  failure  of  agricultural  income  to  increase  during  the  last 
twenty-five  years,  nor  to  hold  the  increase  which  had  been  attained 
in  1918. 

Those  who  have  suffered  during  recent  years  fall  into  several 
broad  classes.  First  of  all,  there  is  the  man,  usually  young,  who 
bought  land,  live  stock,  and  equipment  at  the  unusual  prices  which 
prevailed  from  1918  to  1920.  He  misjudged  the  course  of  prices,  and 
he  must  pay  the  financial  penalty,  as  must  every  business  man  who 
does  likewise.  But  in  every  such  case  a  corresponding  gain  has  ac- 
crued to  the  f  krmer  who  sold  the  land  and  the  live  stock.  This  whole 
upward  movement  of  prices  was  aided  and  accelerated  by  that  large 
group  of  country  bankers  in  our  western  states  who  are  in  the  busi- 
ness of  land  speculation.  One  seldom  meets  a  banker  from  that  state 
where  the  increase  in  land  values  was  largest  who  does  not  boast  that 
he  is  a  farmer.  Inquiry  usually  discloses  the  fact  that  he  merely  owns 
several  farms;  he  is  not  a  farmer,  but  a  land  speculator.  For  him 
there  is  no  use  for  bank  credit  more  to  the  public  interest  than  to  de- 
vote it  to  mortgage  loans  on  farms.  In  this  manner  the  prices  of 
agricultural  land  and  buildings  were  supported  at  a  preposterous  level 
by  the  use  of  bank  credit.  The  subsequent  decline  in  prices,  the  in- 
evitable aftermath  of  war,  has  left  a  crop  of  retired  farmers  and  of 
bankrupt  purchasers.  It  would  have  required  a  remarkable  course 
of  agricultural  prices  and  income  to  save  most  of  these  people. 

Another  class  which  suffered  loss  consists  of  those  who  bought 
cattle,  sheep,  and  hogs  for  feeding  purposes  in  the  early  part  of  1920. 
After  feeding  them  grain  which  might  presumably  have  been  sold  at 
a  high  price  to  one's  neighbors,  who  were  likewise  feeding  animals 
purchased  at  big  prices,  the  stock  was  often  sold  at  no  more  than  its 
original  cost.  Unless  these  people  had  been  feeding  in  previous  years 
when  prices  were  rising,  they  suffered  a  loss  which  will  be  difficult  to 
recoup.  Two  observations  will  be  of  interest  in  passing.  The  high 
prices  which  were  paid  by  the  feeders  were  received  by  the  farmers 
who  sold  these  animals ;  the  winter  of  1921-1922  was  the  most  profit- 
able year  that  the  feeders  of  sheep  and  lambs  have  had  in  certain 
parts  of  the  Middle  West. 

There  is  a  certain  amount  of  financial  distress  confined  to  specific 
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geographical  areas.  Anyone  who  is  acquainted  with  the  situation 
in  North  and  South  Dakota  and  certain  parts  of  Minnesota  and 
Montana,  with  their  one-crop  system  of  agriculture  and  their  fre- 
quent crop  failures,  must  realize  that  this  geographical  area  will 
normally  be  in  a  state  of  distress  except  when  a  succession  of  fairly 
favorable  years  lifts  them  out  of  the  slough  of  despond.  What  many 
of  these  sections  need  is  not  so  much  price  stabilization  or  easier 
credit.  They  need  diversified  farming,  or,  in  extreme  cases,  railroad 
tickets  to  agricultural  sections  where  the  chances  of  success  are  more 
promising. 

And  finally,  a  large  group,  very  large  indeed,  is  in  distress  because 
of  sheer  inefficiency,  because  of  an  utter  failure  to  profit  by  the  ad- 
vances which  the  application  of  science  has  brought  to  agriculture. 
Their  costs  of  production  are  entirely  too  high.  Every  man  who 
attempts  to  formulate  a  program  for  the  agricultural  development 
of  a  state  or  of  the  nation  soon  finds  that  there  are  two  fundamental 
facts  concerning  agriculture  which  constitute  the  heart  of  the  problem. 
The  first  of  these  has  to  do  with  the  nature  of  the  organization  of  the 
agricultural  industry.  Ten  million  six  hundred  thousand  people  are 
engaged  in  agriculture,  and  they  are  working  on  six  and  one-half 
million  farms — ^less  than  two  persons  to  a  farm.  Manufacturing 
engages  practically  the  same  number  of  people.  There  are  less  than 
three  hundred  thousand  manufacturing  establishments  in  the  United 
States.  The  manufacturing  industry  has  less  than  700,000  people, 
all  told,  classed  as  firm  members,  officers,  superintendents,  and  foremen. 
These  constitute  its  managerial  staff  and  are  less  than  7  per  cent  of 
the  10,800,000  people  in  the  industry.  They  have  been  selected  by 
a  severe  process  of  competition.  In  agriculture  there  are  more  than 
6,000,000  managers  who  decide  what  shall  be  produced,  what  methods 
of  production,  of  financing,  and  of  marketing  shall  be  employed.  They 
constitute  over  60  per  cent  of  all  the  people  engaged  in  the  industry. 

The  other  fundamental  fact  which  impresses  anyone  who  applies 
his  mind  to  the  agricultural  situation  is  the  wide  diversity  of  pro- 
ductive efficiency  which  prevails  among  the  units  which  the  farmer 
employs  in  carrying  on  his  business.  Thirty  per  cent  of  an  ordinary 
flock  of  hens  lay  no  eggs  whatever.  Another  third  of  the  flock  will 
lay  about  seven  dozen  apiece  per  year.  They  lay  them  in  the  spring 
of  the  year,  when  even  the  crows  lay  eggs,  and  when  they  are  cheap. 
At  the  top  are  10  per  cent  which  will  lay  from  twelve  to  fifteen 
dozen  or  more.  These  hens  can  all  be  classified  by  inspection.  These 
are  technological  facts  of  tremendous  import.  The  dairy  cows  in 
an  average  state  will  produce  less  than  3,600  pounds  of  milk,  and 
less  than  160  of  butter  fat.     One-half  of  all  the  dairy  cows  in  the 
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Middle  West  produce  SfiOO  pounds  of  milk  or  less.  There  are  many 
.  herds  in  our  Middle  Western  states  whose  average  is  10,000  to  12,000 
pounds  of  milk  per  year,  and  400  to  000  pounds  of  butter  fat.  These 
technological  facts  are  the  most  important  foundation  for  any  pro- 
gram of  economic  improvement.  The  inefficient  units  with  which  the 
great  mass  of  our  farmers  are  still  operating,  and  the  ineffective 
methods  which  are  employed  by  fully  one-half  of  our  6,600,000  farm- 
ers, are  the  chief  causes  of  distress  among  this  large  agricultural 
group.  It  may  be  economically  unsound  to  counsel  increased  pro- 
duction tot  American  agriculture,  but  only  good  can  come  from  a 
decrease  in  the  cost  of  production. 


ACCUMULATION  OF  WEALTH  BY  FARMERS 

By  L.  C.  Gray 
V.  S.  Department  of  Agtictdture 

On  account  of  the  scarcity  of  the  available  statistics  on  the  sub- 
ject of  this  paper  and  the  necessity  of  overcoming  serious  statistical 
obstacles,  the  reader  will  appreciate  the  fact  that  results  accurate  to 
the  last  figure  were  not  to  be  attained.  In  short,  the  task  is  the  mak- 
ing of  an  estimate  of  unknown  magnitudes  in  the  light  of  the  best 
data  obtainable. 

The  first  question  that  I  have  attempted  to  answer  is,  how  much 
have  farmers  as  a  class  accumulated?  That  is,  what  is  the  net  worth 
of  farmers  as  a  class?  This  estimate  has  been  made  as  of  January 
1,  1920,  for  at  this  date  there  is  a  fortunate  concurrence  of  census 
data  and  other  statistical  material  needful  for  the  task. 

I.     The  Net  Worth  of  Farmers 
1.    Farm  assets. 

a)  Farm  real  estate.  All  farm  real  estate  belonging  to  owner 
operators  is  an  asset  of  the  farming  class.  This  amounted  in  1920 
to  $24,058,745,808  for  land  and  $6,651,975,461  for  buildings.  The 
farm  real  estate  owned  by  part  owners  as  distinguished  from  that 
rented  by  them  is  also  clearly  an  asset  of  actual  farmers.  This  amount- 
ed to  $4,480,927,688  for  land  and  $700,252,276  for  buildings. 

There  remains  the  land  rented  by  tenants,  the  land  rented  by  part 
owners,  and  the  land  operated  by  hired  managers.  For  these  three 
groups,  amounting  in  all  to  nearly  half  the  total  value  of  farm  real 
estate,  it  is  desirable  to  determine  the  proportion  that  belongs  to 
actual  farmers — ^that  is,  to  farm  operators.  The  Division  of  Land 
Economics  has  accumulated  figures  on  the  occupations  of  upwards 
of  28,000  owners  of  rented  farms  widely  distributed  throughout  the 
United  States.  On  the  basis  of  these  statistics  I  am  enabled  to  em- 
ploy an  index  of  the  percentage  of  all  owners  of  these  classes  of  farm 
real  estate  who  are  actual  farmers  or  wives  of  actual  farmers.  Em- 
ploying this  index  gives  a  figure  of  $8,412,764,822  for  land  and 
$1,822,947,778  for  buildings. 

b)  Live  stock  and  implements.  By  a  study  of  the  results  of  11 
business  analysis  surveys  made  by  the  Bureau  of  Agricultural  Econom- 
ics, involving  2,219  farms,  the  average  percentage  of  operating  capi- 
tal owned  by  landlords  was  determined  and  these  percentages  were 
then  multiplied  by  the  total  value  of  live  stock  and  implements  owned 
by  each  class  of  tenants.*  The  landlord's  share  is  relatively  a  very 
small  figure,  and  this  has  been  distributed  between  farmer  landlords 

'For  these  data  I  am  indebted  to  advfmee  statistics  supplied  by  the  Buresa  of  the 
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and  other  landlords  in  the  same  proportion  as  the  ownership  of  real 
estate  was  distributed  above.  The  results  of  these  various  estimates 
may  be  summarized  as  follows : 


Value  of  Farm 
Implements 

Value  of  Fann 
Live  Stock 

$2,447,792,781 

103,773.702 

1,043,206.445 

S5J299.530.256 

363.282,838 

Farms  ooerated  bv  tenants 

2,350,511,714 

Total 

13.594.772,928 

S  8.013.324.808 

Joint  Value  of  Implements  and  Live  Stock  on  Tenant  Farms. 

Total $3,393,718,169 

Owned  by  tenants 3.095,717,984 

Owned  by  landlords 298,000,175 

(Owned  by  landlords) 

(who  are  farming)     95,360,056 

Total  value  of  live  stock  and  implements  $11,405,457,617 

owned  by  actual  farmers 
Total  value  owned  by  landlords  who  are 

not  farmers $   202,640,119 

c)  Crops  on  hand  January  1.  The  following  method  of  esti- 
mating the  value  of  crops  on  hand  January  1  has  been  employed: 
Taking  data  on  sales  of  crops  by  months,  it  was  assumed  that  the 
percentage  sold  in  the  six  months  following  January  1  represents  the 
amount  on  hand  at  that  date.  This  is  30  per  cent.  Since  approxi- 
mately 60  per  cent  of  crop  value  is  sold  we  have  30  per  cent  of  60 
per  cent  or  18  per  cent  of  the  total  crop  value  of  the  previous  year 
on  hand  January  1. 

It  is  estimated  that  40  per  cent  of  the  total  value  of  crops  is  fed  to 
live  stock.  Assuming  that  the  part  of  this  amount  on  hand  January 
1  is  measured  by  the  proportion  of  live  stock  sales  in  six  months  sub- 
sequent to  January  1,  I  have  estimated  that  50  per  cent  of  the  crops 
fed  to  live  stock  is  on  hand  January  1.  Hence  the  part  of  the  crops 
fed  to  live  stock,  on  hand  January  1,  is  20  per  cent  of  the  total  crop 
(60  per  cent  of  40  per  cent). 

Combining  20  per  cent  and  18  per  cent  gives  38  per  cent  of  previous 
year's  crop  value  on  hand  January  1.  The  census  value  of  crops  in 
1919,  other  than  garden  products  raised  for  home  use,  was  $16^5,- 
000,000.'  Thirty-eight  per  cent  of  this  equals  $6,812,000,000  on 
hand  January  1,  1920. 

However,  not  all  of  this  belonged  to  actual  farmers.  Since  the 
Census  has  not  published  farm  acreage  by  sub-classes  of  tenure^  it 
is  assumed  that  the  proportion  of  farms  rented  for  share  and  standing 
rent  to  total  number  of  farms  measures  the  proportion  of  the  value 
of  crops  on  hand  which  is  attributable  to  those  classes  of  tenore. 
"PreUminaTy  Census  figare.    Subsequently  slightly  cfauifed. 
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This  is  29  per  cent  and  indicates  a  total  of  $1,686,000,000  that  may 
be  divided  between  tenant  farmers  and  landlords.  The  landlord's 
share  of  this  would  be  approximately  86  per  cent,  leaving  66  per  cent, 
or  $1,096,000,000,  belonging  to  tenant  farmers.  However,  we  have 
found  that  about  32  per  cent  of  the  owners  of  tenant  farms  themselves 
belong  to  the  farming  class.  Making  allowance  for  this,  only  24  per 
cent,  or  $404,000,000  is  attributable  to  those  landlords  who  are  not 
farmers.  This  leaves  a  total  of  $6,408,000,000  as  the  value  of  crops 
on  hand  January  1  belonging  to  actual  farmers. 

d)  The  vdbie  of  groxving  crops.  The  two  principal  growing  crops 
on  hand  January  1  are  winter  wheat  and  rye." 

The  acreage  of  these  crops  has  been  multiplied  by  a  figure  on  cost  of 
planting  wheat,  including  labor,  seed,  and  fertilizer,  for  three  winter 
wheat  states.* 

The  figure  thus  obtained  is  $277,019,620.' 

e)  Other  items  of  farm  capital.  There  are  a  few  minor  items  of 
farm  capital  to  be  considered.  On  most  farms  there  are  miscellaneous 
supplies  on  hand,  including  such  things  as  lumber,  fencing,  fertilizer, 
purchased  feed,  etc.* 

It  is  the  opinion  of  those  in  charge  of  farm  business  analysis  studies 
in  the  Bureau  of  Agricultural  Economics  that  the  gross  value  of  these 
items  likely  to  be  on  hand  is  only  a  small  fraction  of  one  per  cent  of 
the  total  value  of  farm  capital.  There  has  been  allowed  for  this  item 
$800,000,000,  or  roughly  $60  per  farm. 

Theoretically,  the  average  cash  on  hand  needed  to  run  the  farm 
is  also  an  item  of  capital.  A  study  of  business  analysis  records  in- 
dicated that  about  one  per  cent  should  be  allowed  for  this  item,  or 
approximately  $800,000,000.' 

The  various  items  of  farm  capital  and  the  distribution  of  owner- 

'Permanent  pasture  is  probabljr  included  in  real  estate  value,  and  the  same  Is 
true  of  orchards.  A  few  winter  forage  crops,  such  as  crimson  clover,  winter  oats 
in  the  South,  etc.,  msj  be  disregarded  for  present  purposes. 

^'Kjost  of  Producing  Wheat",  1919,  by  M.  R.  Cooper  and  R.  S.  Washburn,  BuL 
No.  948,  U.  S.  Dept.  of  Agr. 

There  ndght  be  a  slight  error  due  to  the  difference  between  the  cost  of  wheat 
seed  and  the  cost  of  rye  seed.  The  total  acreage  of  the  two  crops  harvested  in 
1920  was  42*816,000  (Yearbook  for  1920).  It  did  not  appear  desirable  to  attempt 
to  divide  the  estimated  value  of  growing  crops  between  farmers  and  landlords. 
Indeed,  technically  it  may  be  questioned  whether  any  of  it  is  assignable  to  landlords. 

"Unfortunately  these  are  not  included  in  the  capital  account  of  farm  business 
anidysis  studies  but  are  carried  direct  to  expense  column. 

rrhe  studies  showed  that  the  amount  designated  by  the  average  farmer  as  cash 
to  run  the  farm  is  an  item  which  varies  ordinarily  from  0.4  to  1  per  cent  of  the 
total  farm  capital.  In  the  plantation  sections  of  the  South  where  the  advandng 
system  prevallB  the  item  may  run  as  high  as  4.8  per  cent.  Since  it  is  practically 
hiseparaole  from  the  total  cash  and  deposits  of  farmers,  it  will  be  later  allowed 
for  in  the  estimate  of  bank  deposits  owned  by  farmers,  and  deduction  will  be 
made  for  the  duplication. 

In  the  case  of  both  miscellaneous  supplies  and  cash  to  run  tlie  farm,  it  does 
not  seem  neoessaiy  to  make  any  deduction  for  that  part  owned  by  landlords  liha 
are  not  farmers,  zor  it  is  believed  that  their  share  is  relatively  insignificant. 
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ahip  between  farmers  and  non-farmers  may  now  be  sommarised  as 
follows : 

Famm  Capitjj.  Aim  In  Owkibshxp,  Jaxxjamy,  1,  1S80 


Farm  capital 

Owned  by  farmers 

Owned  by  others 

Ittais 

Amount 

Per 

cent 

Amount 

Per 

cent 

Land 
Buildings 

$54,829,663,059 
11.486.439.543 

$36,952,437,813 
8,675.175,615 

67.4 
75.5 

$17,877,125*246 
2,811,264.028 

'32.6 
24.5 

Total  real  estate 

66.316.002.602 

45.627.613,328 

68.8 

20,688,389,274 

31.2 

Total  live  stock  and 
implements 

11.608.097,736 

11.405,457.617 

96.3 

202,640,119 

1.7 

Value  of  crops  on 
hand 

5.812.000.000 

5.408,000,000 

93.1 

404,000,000 

6.9 

Value  of  growing 
crops 

277.019.520 

277.019,520 

Miscellaneous 

supplies 
Cash  to  run 

business 

300.000.000 
800.000.000 

300,000,000 
800,000,000 

Total  farm  capital 

$85,113,119,858 

$63,818,090,465 

74.98 

$21,295,029,393 

25.02 

S,     Wealth  oumed  by  farmers  other  than  farm  assets. 

For  a  number  of  the  categories  of  other  wealth,  I  have  employed 
indices  made  possible  by  data  concerning  1102  farm  families  obtained 
by  the  Division  of  Land  Economics  in  four  local  tenure  surveys  made 
in  five  different  localities,  surveys  in  which  an  attempt  was  made  to  list 
the  various  classes  of  wealth  owned  by  farmers.' 

I  have  experimented  a  good  deal  with  different  methods  of  em- 
ploying these  figures  as  indices  for  the  nation  as  a  whole.  Obviously 
to  use  the  absolute  per  capita  figures  as  a  basis  for  estimating  the 
total  amounts  for  all  the  farmers  of  the  nation  might  result  in  con- 
siderable error.  In  order  to  reduce  this  error  I  have  employed  a 
relative,  rather  than  an  absolute,  factor  for  owners  and  part  owners. 
This  factor  is  determined  by  calculating  the  ratio  of  the  per  capita 
figure  for  each  item  of  assets  to  the  average  net  worth  of  the  farmers 
in  each  of  the  two  tenure  groups.  The  relative  figure  has  then  been 
weighted  by  the  number  of  farmers  in  each  of  the  two  tenure  classes 

These  four  surveys  were  made  in  the  Black  Prairie  of  Texas;  WilllamsoD  and 
Madison  Counties,  Tennessee  (the  former  in  the  general  farming  region  of  the 
Nashville  basin  and  the  latter  in  the  cotton  growing  region  near  Memphis;  the 
Blue-grass  region  of  Kentucky,  and  Montgomery  County,  Tennessee,  a  tobscoo 
growing  region. 

While  these  regions  were  all  in  the  South,  they  are  by  no  means  regions  when 
the  farmers  are  poor  as  compared  with  the  general  fanning  regions  of  tlie  North. 
The  average  value  of  farm  real  estate  per  farm  operated  by  owners  in  tlie  five  regions 
is  nearly  twice  as  high  as  the  average  for  the  United  States.  The  total  assets  end 
present  net  worth  of  farmers  in  the  five  regions  is  also  by  no  means  indieative  of 
relatively  small  resources. 


Accumidatian  of  Wealth  by  Farmers 


168 


to  get  a  weighted  average  ratio  figure.     This  was  then  applied  to  the 
net  farm  capital  owned  by  owner  operators  and  part  owners. 

The  magnitudes  for  croppers  and  tenants  was  determined  not  by 
the  use  of  a  relative  based  on  net  worth,  as  in  the  case  of  owners  and 
part  owners,  but  simply  by  multiplying  the  absolute  averages  per 
farmer  by  the  total  number  of  farmers  in  each  of  the  two  tenure 
classes.' 

The  samples  of  wealth  owned  by  croppers  were  for  the  most  part 
taken  from  sections  of  the  country  not  representative  of  the  plantation 
croppers,  but  rather  of  a  class  of  croppers  somewhat  higher  in  the 
wealth  scale.  Data  on  plantation  croppers  for  some  of  the  items  of 
wealth,  as  well  as  for  debts  owned,  are  available  from  certain  plan- 
tation studies  made  by  the  Division  of  Land  Economics,  Bureau  of 
Agricultural  Economics.  Since  the  plantation  croppers  are  approxi- 
mately three-fourths  of  the  total  number  of  croppers,  a  substantial 
revision  of  the  figures  on  croppers'  wealth  was  made  on  this  account. 

The  results  of  these  estimates  of  the  items  of  other  wealth  are 
summarized  in  the  following  table : 

QrHn  WxALTK  Owno  bt  FiMMxn 


Tenure 


Cash     and 
depositsa 


StockB  owned 


Bonds  owned 


Town  real  estate 
estate  owned 


Croppers 
Other  tenants 
Part  owners 
Owners 


I      77,777,034 

1,803,713,000 

200,208,260 

1,463,096,740 


I  326,433 

124,086,068 

64,732,080 

826,667,020 


t  68,341 

206,414,717 

20.841,120 

467,768,880 


t    18,224,236 

226,361,847 

16,383,360 

471,216,640 


$3,686,600,034    $1,016,710,401 


$  604,083,(]f68 


$  781,176,068 


Household 
goods 


Bills  receivable 

(Including 

mortgages 

ownra  by 

farmers) 


Miscellaneous 
other  propoty 
(not  inciudine 
farm  capital) 


Croppers 
Other  tenants 
Part  owners 
Owners 


60,664,100 

702,667,623 

148,270,680 

1,060,120,320 


16,620,773 

427,070,138 

100,418,040 

1,107,081,060 


1,660,866 

68,706,103 

126,140 

74,073,860 


$1,070,621,722    $1,661,000,911 


$134,666,060 


Total  of  other  wealth  owned  by  farmers    $9,833,737,268 


alt  Is  Tecognised  that  the  miethod  employed  gives  a  result  for  cash  and  deposits 
of  tenants  which  Is  relatively  too  large  as  compared  with  cash  and  deposits  of 


It  may  be  noted  that  some  of  the  other  Items  of  the  above  estimates  have  been 
icmtlnlaed  In  the  light  of  various  available  diecks,  the  chief  value  of  which  has  been 
to  indicate  that  the  errors  In  the  figures  above  used  are  not  unduly  large  when 
considered  In  their  relation  to  the  general  purpose  of  obtaining  an  estimate  of  the 
net  worth  of  the  farming  class  as  a  whole. 

^Inoe  these  classes  own  but  little  farm  real  estate*  and  since  this  Is  by  far  the 
largest  Item  In  farm  capital,  the  use  of  the  relative  method  of  calculation  would 
have  exaggerated  unduly  the  amounts  of  the  various  Items  of  property  owned  by 
I  croppers* 
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S.    Farmers*  indebtedness. 

In  1920  the  mortgage  debt  on  farms  of  full  owners  who  reported 
on  the  subject  amounted  to  $4,008,767,192.  All  of  this  may  be 
regarded  as  owed  by  actual  farmers.  The  Census  of  1920  shows 
that  the  mortgaged  farms  owned  and  operated  by  part  owners  are 
48.7  per  cent  of  all  farms  of  this  tenure  class,  including  the  unknown 
cases.  Assuming  that  the  mortgaged  farms  in  this  group  average 
the  same  value  as  do  the  non-mortgaged  farms  and  that  the  pro- 
portion of  mortgage  to  value  of  real  estate  mortgaged  is  the  same  as 
for  mortgaged  farms  owned  by  full  owners,  we  may  estimate  the  mort- 
gage debt  owed  by  part  owners  against  land  owned  and  operated  by 
them  at  $658,876,112. 

In  addition  to  these  items  there  were  389,459  farms  operated  by 
owners  and  part  owners  in  1920  for  which  no  report  was  made.  As- 
suming that  the  percentage  of  cases  mortgaged  is  the  same  as  for  those 
who  reported  and  that  the  average  amount  of  indebtedness  per  farm 
is  the  same  for  these  cases  as  for  the  farms  operated  by  owners  which 
reported  mortgage  indebtedness,  we  have  an  allowance  of  $589,802,532 
for  the  farms  of  owners  and  part  owners  not  reporting  indebtedness. 

The  mortgage  debt  on  tenant  farms  has  frequently  been  estimated 
by  assuming  the  same  proportion  to  value  of  farm  real  estate  as  in  the 
case  of  farms  operated  by  full  owners.  However,  tenant  farms  are 
largely  owned  by  persons  in  fairly  good  financial  circumstances,  and 
it  may  be  doubted  whether  the  proportion  of  mortgage  indebtedness 
on  such  farms  would  be  so  high  as  on  farms  operated  by  owners.  This 
is  confirmed  by  results  from  certain  local  studies.^ 

The  probability  of  a  greater  relative  freedom  from  mortgage  on 

rented  farms  is  further  shown  by  a  comparative  study  of  the  age  dis- 

tribution  of  farm  owners  subject  to  mortgage  and  of  the  ages  of 

owners  of  rented  land.     The  Division  of  Land  Economics  has  age 

statistics  for  23,916  owners  of  rented  farms  in  the  United  States.     The 

arithmetic  average  age  of  these  owners  is  58.3  years,  and  the  median 

is  59  years,  while  75  per  cent  of  the  owners  are  over  44  years  of  age. 

If  we  consider  the  age  distribution  of  retired  farmers,  who  comprise 

more  than  a  quarter  of  the  total  owners,  the  age  is  even  more  extreme, 

66.0  per  cent  of  the  cases  being  over  60  years  of  age  and  more  than 

90  per  cent  over  50.     Even  the  landlords  who  are  active  farmers 

(comprising  over  30  per  cent  of  aU  landlords)  are  characterized  by  a 

^A  study  of  mortgage  indebtedness  in  Dane  County,  Wisconsin,  by  Hibbard  ft 
Robotka  snowed  that  of  1116  rented  farms  88.5  per  cent  were  mortgaged,  amounting 
to  40.6  per  cent  of  the  farm  acreage  in  these  farms.  In  the  same  county  in  1920 
the  Census  shows  that  62  per  cent  of  the  farms  operated  by  owners  and  reporting 
mortgage  indebtedness  were  mortgaged. 
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fairly  advanced  age  grouping,  26.6  per  cent  being  over  60  years  of 
age  and  57.5  per  cent  over  50  years   of  age. 

On  the  other  hand,  as  ^hown  by  the  Census  of  1910,  the  percentage 
of  owner  operators  who  are  mortgaged  declines  sharply  in  the  higher 
age  groups.  This  is  shown  in  the  following  table  which  is  derived  by 
a  simple  calculation  from  figures  published  in  the  Census  for  1910. 


Per  cent  of  all 

Per  cent  of  all 

farmers  in  various 

farmers  in  various 

age    groups    who  age    groups    who 

Age 

are  full  owners  of 

are  owner  opera- 

Ratio of  B  to  A 

the  farms  they 

tors  of  mortgaged 

operate 

farms 

(A) 

(B) 

(C) 

24  yrs.  and  under 

18.64 

5.66 

30.40 

25  yre.  to  34  yrs. 

34.66 

13.63 

39.32 

35  yiB.  to  44  yts. 

50.20 

19.20 

38.25 

45  yrs.  to  54  yrs. 

61.43 

20.10 

32.72 

55  yrs.  to  64  ym. 

69.98 

18.17 

25.96 

55  yrs.  andjover 

79.73 

14.37 

18.02 

We  may  put  these  groups  of  facts  together  to  form  the  following 
conclusions:  About  two-thirds  of  all  landlords  are  either  retired 
farmers  or  active  farmers.  Both  classes  show  a  large  percentage  of 
cases  in  the  higher  age  groups.  The  census  data  indicate  that  of 
owner  operators  in  the  higher  age  groups  a  smaller  percentage  are 
mortgaged  than  in  the  lower  age  groups.  Indeed  for  the  age  groups 
65  years  and  over  the  unweighted  average  percentage  of  farm  owner 
operators  who  report  mortgage  indebtedness  is  23.4  per  cent,"  while 
for  owner  operators  of  all  age  groups  reporting  to  the  census  on  the 
subject  of  mortgage  indebtedness  in  1910,  83.6  per  cent  were  mort- 
gaged. 

A  rough  presumption  from  the  above  facts  is  that  probably  the  per- 
centage of  tenant  farms  mortgaged  is  not  more  than  two-thirds  as 
great  as  the  percentage  of  owner  operated  farms  subject  to  mortgage. 
In  1920  the  mortgaged  farms  were  41.3  per  cent  of  the  cases  reporting. 
It  is  presumed,  then,  that  not  more  than  27  per  cent  of  the  tenant 
farms  were  mortgaged.  On  the  basis  of  this  rough  presumption,  and 
assuming  that  the  proportion  of  mortgage  debt  to  value  of  mortgaged 
tenant  farms  is  the  same  as  for  mortgaged  owner  farms,  we  obtain  a 

'H)btained  b]r  weighting  the  figures  in  the  last  two  age  groups,  by  the  percent€ige 
of  all  mortgage  owners  in  each  age  group,  and  averaging  the  two  groups  thus 
weighted. 
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figure  of  $2,890,421,684  for  the  mortgage  debt  on  farm  real  estate  not 
operated  by  owners." 

The  sum  of  the  various  items  of  mortgage  debt  as  estimated  above 
is  $7,592,871,520,  about  one  billion  less  than  the  estimated  indebted- 
ness on  the  assumption  that  the  proportion  of  indebtedness  to  valne 
is  the  same  on  farms  not  operated  by  owners  as  it  is  on  farms  operated 
by  owners," 

We  have  still  to  allow  for  the  fact  that  some  of  the  mortgaged  farms 
not  operated  by  owners  are  owned  by  persons  who  are  not  farmers. 
As  a  basis  for  a  rough  estimate  of  this  magnitude  I  have  resorted  to  the 
index  used  in  distributing  the  ownership  of  real  estate  between  fanners 
and  non-farmers,  the  assumption  being  that  the  mortgage  indebtedness 
is  distributed  in  the  same  ratio  as  the  ownership  is  distributed.  By 
this  method  of  calculation  it  appears  that  of  the  estimated  total  mort- 
gage indebtedness  of  approximately  $7,500,000,000,  $5,967,884,775 
is  owed  by  actual  farmers  and  $1,625,486,745  by  landlords  not  en- 
gaged in  farming. 

^.  Farmers*  indebtedness  other  than  that  secured  by  real  estate  mart- 
gages. 

In  1920  the  Department  of  Agriculture  sent  a  questionnaire  to 
all  banks  in  the  United  States  asking  the  amounts  of  outstanding 
loans  to  farmers  on  personal  and  collateral  security.  Replies  were 
received  from  more  than  18,000  out  of  80,000  banks.  On  this  basis 
the  total  indebtedness  of  farmers  on  personal  and  collateral  security 
is  estimated  at  $8,869,891,416,  as  of  December  81, 1920.* 

These  figures,  however,  are  as  of  December  81,  1920.  The  study 
just  referred  to  indicates  that  in  January,  1920,  bank  loans  to  farmers 

"It  is  probable  that  Just  as  the  percentage  of  mortgaged  farms  Is  smaUer  for 
farms  not  operated  bv  owners  than  for  farms  operated  by  owners,  so  tbe  per- 
centage of  mortgage  debt  to  value  is  also  smaller,  for  ft  may  be  presumed  that  in 
the  case  of  retired  farmers  the  original  mortgage  will  have  been  somewhat  reduced 
in  amount  by  the  time  of  retirement.  However,  we  have  no  means  of  knowing 
how  much  allowance  to  make  for  this  consideration;  consequently,  we  shaU  let  tte 
estimate  stand  with  the  reservation  that  it  may  be  somewhat  too  high. 

^I  have  the  more  confidence  in  the  estimate  because  of  a  check  supplied  by  another 
source.  The  Division  of  Farm  Finance  in  the  Bureau  of  Agricultural  Economics  has 
recently  made  a  study  of  mortgages  on  tenant  farmJB  in  24  counties  distributed 
throughout  the  United  States.  The  results  of  this  study  are  not  vet  available  for 
publication,  but  I  am  informed  that  they  indicate  a  result  not  greatly  different  from 
that  obtained  by  the  above  estimate. 

"^ank  Loans  to  Farmers  on  Personal  and  Collateral  Security,**  by  V.  N.  Valgren 
and  Ehner  E.  Englebert,  Bui.  No.  1048,  U.  S.  Dept  of  Agriculture.  The  figure 
is  admittedly  somewhat  conservative,  for  a  sliffhtlv  larser  proportion  of  city  banks 
reined  to  the  questionnaire  than  of  country  banks,  while  the  latter  would  be  ex- 
pected to  have  a  larger  proportion  of  their  loans  and  discounts  in  the  form  of  loans 
to  farmers.    However,  it  is  not  believed  that  the  error  is  very  large. 
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were  about  89^  per  cent  of  what  they  were  in  December,  1920.  On 
this  basis  the  probable  figure  is  $8,455,818,084. 

In  addition  to  their  indebtedness  to  banks  on  personal  and  collateral 
security,  farmers  owe  money  to  merchants  for  food,  clothing,  imple- 
ments, etc.,  and  also  to  private  individuals.  Our  information  on  these 
forms  of  indebtedness  is  of  the  most  vague  and  unsatisfactory  char- 
acter. 

The  figure  which  I  have  employed  for  these  items  is  $1,605,900^211. 
When  added  to  the  indebtedness  to  banks,  a  total  short-term  indebt- 
edness of  $5,061,718,245  is  indicated.  The  estimate  is  arrived  at  by 
employing  several  different  methods  of  measurement.  The  starting 
point  was  data  on  indebtedness  from  survey  material  concerning 
1102  farmers  already  employed  for  other  purposes.  The  data  on 
indebtedness  were  classified  by  source  of  loans,  in  which  bank  loans  were 
included.  Since  the  last  item  mentioned  has  already  been  estimated 
on  a  fairly  reliable  basis  for  the  nation  as  a  whole,  it  constituted  a 
point  of  departure  in  the  use  of  the  data  and  a  criterion  by  which  to 
judge  of  the  adequacy  of  the  resulting  estimates.  This  made  it  clear 
that  the  absolute  figures,  being  for  the  South,  were  too  low  when 
multiplied  by  the  total  number  of  farmers  in  each  tenure  class  for  the 
nation  as  a  whole.  It  was  found  that  the  ratio  to  total  farm  capital 
less  mortgage  indebtedness  also  gave  a  figure  too  low  for  the  nation  as 
a  whole.  However,  two  other  relatives  gave  results  that  seemed  within 
the  limits  of  probability.  The  first  relative  was  determined  as  follows: 
The  average  indebtedness  for  each  tenure  class  was  multiplied  by  the 
total  number  in  that  class  for  the  South  as  a  whole.  The  ratio  of  the 
total  indebtedness  to  the  total  value  of  farm  property  was  ascertained 
and  this  ratio  was  then  applied  to  the  total  value  of  farm  capital  for 
the  nation  as  a  whole.  This  gave  a  result  of  about  $6,600,000,000. 
Another  index  was  employed  as  follows :  The  ratio  of  bank  debt  for 
the  known  cases  to  total  indebtedness  was  calculated.  It  was  found 
that  this  was  70.99  per  cent.  Since  the  indebtedness  to  banks  for  the 
nation  as  a  whole  had  been  determined,  it  was  thus  possible  to  determine 
a  figure  for  the  remaining  indebtedness.  This  made  a  total  for  all 
short-term  loans  of  about  $4,600,000,000.  The  final  estimate  em- 
ployed is  about  half  way  between  the  two  magnitudes.* 

"^ts  reasonableness  was  also  tested  in  the  light  of  scrappy  information  available 
on  store  debts,  cotton  liens,  and  other  forms  of  farm  indebtedness. 
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We  may  now  summarize  the  net  worth  of  farmers  as  follows : 


Asseto 

Total 

Per  Farm  Family* 

Farm  capital  owned  by  farmere 

Other  asaets 

$63,818,090,465> 
9,033,737,258 

$9,897 
1,401 

Total  anfietB 

$72,861,827,723 

6,967.384,775 
3,456,813,084 
1,605,900,211 

%nfi&s 

Liabilities 

Secured  by  farm  real  estate  mortgage 
Short-term  indebtedness  to  banks. . . 
Other  indebtedness 

925 
536 
249 

Total  liabilities 

$11,029,098,020 

$1,710 

Net  Worth 

$61,822,729,703 

f9,587 

^Assuming  number  of  farm  families  identical  with  the  number  <A  farms. 
'1800,000,000  of  cash  to  run  the  farm  deducted  in  order  to  avoid  counting  it 
twice. 

In  order  to  make  comparison  with  the  nation  as  a  whole,  it  is  neces- 
sary to- get  these  figures  to  a  per  capita  basis  rather  than  on  the 
family  basis.  In  1920  for  the  first  time  the  number  of  persons  living 
on  farms  was  ascertained,  and  was  found  to  be  81,614,269.  This 
figure  has  been  employed  to  determine  the  per  capita  wealth  of  the 
farm  population.^* 

Since  the  figure  on  farm  population  contains  several  million  farm 
laborers,  some  addition  to  the  net  worth  of  the  farming  class  should 
be  made  for  them.  I  have  no  material  for  such  an  estimate,  but  have 
assumed  that  the  average  net  worth  of  croppers  as  estimated  in  a 
later  portion  of  this  paper  would  be  a  fairly  representative  magnitude. 
This  has  been  tested  by  survey  data  on  wealth  of  farm  laborers.  The 
most  probable  per  capita  figure  for  the  wealth  of  farm  laborers  appears 
to  be  $360.  After  considering  carefully  the  problem  of  estimating 
the  number  of  farm  laborers  who  are  probably  independent  accumula- 

^*This  figure  involves  all  of  those  farm  laborers  living  on  farms,  and  probably 
most  of  those  living  in  the  countryside.  This  is  indicated  by  the  large  excess  of 
males  to  femiales  109.1  males  per  100  females  for  the  farm  population,  as  com{>ared 
with  104  males  per  100  females  for  the  nation  as  a  whole.  Including  the  farm 
population,  or,  say,  roughly  101  to  100  for  the  population  not  on  farms.  Undoubt- 
edly the  farm  population  excludes  the  farm  laborers  who  live  in  towns  and  so  out 
to  the  farm  to  work.  I  have  had  the  advantage  of  some  detailed  tabulations  oi  farm 
population  data  for  eight  counties  made  by  Dr.  C.  J.  Galpin  in  collaboration  with 
the  Bureau  of  the  Census.  These  tabulations  indicate  that  the  population  livbig  on 
farms  but  not  employed  in  agriculture  tends  to  offset  the  laboring  population  living 
in  towns  but  mainly  dependent  on  farming  as  an  occupation. 
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tors  of  wealth,  I  have  decided  upon  2,088,894."  Multiplying  this 
figure  by  an  average  of  $860  per  capita  indicates  about  $700,000,000 
as  the  wealth  of  farm  laborers. 

Adding  this  to  the  estimated  net  worth  of  farmers  we  have  a  total 
of  $62,522,729,708  as  the  net  worth  of  the  farming  class,  or  a  per 
capita  net  worth  of  $1,978.  It  is  interesting  to  compare  this  with 
the  per  capita  wealth  of  the  whole  population.  The  wealth  of  the 
United  States  at  a  date  approximating  December  81,  1920,  has  been 
estimated  by  Mr.  W.  R.  Ingalls  at  $290,909,285,628,"  or  about  $2789 
per  capita.  If  we  deduct  the  farm  wealth  and  farm  population  from 
the  totals  of  the  Ingalls  estimate,  the  remainders  indicate  a  per  capita 
wealth  of  $8060  for  the  population  not  engaged  in  farming. 

In  a  paper  on  **The  Net  Volume  of  Saving  in  the  United  States,"" 
Dr.  W.  I.  King  estimates  the  material  wealth  at  the  beginning  of 
1919  at  $294,145,000,000,  or  only  about  three  billion  dollars  more 
than  Mr.  Ingalls'  estimate  for  December  81,  1920.  This  indicates  a 
national  per  capita  average  of  $2820  for  the  total  population,  or 
approximately  $8175  when  we  exclude  people  engaged  in  farming  and 
the  wealth  owned  by  them. 

While  the  figures  are  not  precisely  comparable  as  to  time,  each  of 
the  two  estimates,  the  one  made  a  year  earlier  and  the  other  a  year  later 
than  the  estimate  of  wealth  owned  by  farmers,  indicates  per-capita 
wealth  about  50  per  cent  higher  for  the  non-farming  classes  of  the 
population  than  for  the  farming  class. 

6.     The  net  worth  of  farmers  by  classes  of  tenure. 

Since  croppers  and  other  tenants  own  comparatively  little  farm 
real  estate  and  owe  but  little  on  farm  mortgage  indebtedness,  I  am 

"The  Censiu  figure  for  farm  laborers  in  1920  is  1,700,000  lower  than  that  for 
1910.  This  great  difTerence  is  probably  due  largely  to  the  change  in  the  date 
of  taking  tlie  Census  from  April  1  to  January  1.  It  is  to  be  presumed  that  the 
diminution  in  nimijber  is  largely  through  the  elimination  of  the  casual  laborers  dwell- 
ing in  towns  and  also  of  those  casual  laborers  in  the  country  who  would  probably 
not  be  employed  on  January  1.  The  casual  laborers  from  the  towns  probably  should 
be  excluded  from  the  farming  dass,  and  the  casual  laborers  dwelling  on  farms 
probably  own  little  wealth  not  belonffing  to  the  farm  family  or  to  the  family  of  a 
regular  farm  laborer  who  is  the  head  of  a  family.  Consequently,  both  may  safely 
be  left  out  of  consideration  for  the  present  purpose.  There  remain,  then,  the 
4401/HK)  farm  laborers  given  in  the  Census  of  1920.  The  problem  is  to  determine 
what  proportion  of  theise  would  probably  be  sufficiently  independent  of  farm 
families  already  considered  in  this  estimate  to  be  accuntulators  of  wealth  on  their 
own  account.  It  seems  probable  that  the  great  majority  of  women  farm  laborers 
would  not  be  independent  accumulators.  The  same  conduslon  probably  applies 
largely  to  male  farm  laborers  working  on  the  home  farm.  While  uiere  are  a  small 
number  In  each  of  the  two  classes  of  laborers  who  are  independent  farm  laborers, 
they  axe  probably  oifset  by  the  boys  In  the  group  working  oif  the  home  farm  who 
belong  to  farm  families  and  contribute  their  incomes  to  the  farm  family  budget, 
Subtracting  the  two  groups  from  the  total  number  of  farm  laborers  leaves  2,088394 
laborers  who  m;^  be  regarded  as  probably  accumulators  of  wealth. 

Ingalls,  W.  R.,  WMth  and  Ineom§  of  th§  American  P§opU. 

^Jowmai  of  tJU  Ameriean  StaiUiioai  AuociaHan,  December,  1922. 
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enabled  to  make  a  classification  of  farmers'  assets,  liabilities,  and  net 
worth  by  classes  of  tenure. 


A.  Croppers 

Per  farmer 

Per  cafnta* 

Value  of  crops  on  hand 

Other  assets 

$       66,969,204^ 
172,220,872 

%     119 

307 

t      29 
74 

Total  asfffftn,. 

239,190,076 
40,398,480> 

426 
72 

102 

Liahilitieff 

17 

Net  worth 

198,791,596 

354 

85 

B.    Other  Tenants 

Implements  and  live  stock.. . . 

Crops  on  hand,  growing  crops, 
miscellaneous   supplies, 
cash  to  run  the  business. . 

Equity  in  farm    real  estate 

by  the  farmers 

3,191,078,040* 

2,247,859,636^ 

1,279,644,720» 
3,639,716,386 

1,685 

1,187 

676 
1,922 

404 

285 

162 

Other  assets. .       . . . .  ^ 

461 

Total  assets 

10,358,198,782* 
254,160,000 

Less  duplication  of  cash 

Net  assets     . * 

10,104,038,782 

1,771,599,636' 
161,716,127« 

5,336 

936 
85 

1,279 

224 
20 

Short  term  indebtedness. 

Mortgage  indebtedness 

Total  liabilities 

1,933,315,763 

1,021 

245 

Net  worth 

$8,170,723,019 

14,315 

$1,034 

K)ne-half  of  the  estimated  amount  of  crops  on  hand  as  allocated  to  croppen 
on  the  basis  of  the  ratio  of  value  of  farm  land  on  cropper  farms  to  yalne  of  all 
farm  land. 

"Based  on  actual  study  of  indebtedness  of  croppers  as  of  December  81.  Hie  study 
InvolTed  data  from  plantation  books  for  about  800  croppers  In  Mississippi  and 
Georgia. 

'Less  amount  estimated  to  be  owned  by  landlords  who  are  not  farming.  (See 
aboYCy  p.  160.) 

^he  sum  of  the  yarlous  classes  of  property  (less  amount  owned  by  landlords) 
was  distributed  In  accordance  with  the  ratio  of  the  value  of  all  farm  properly  in 
the  two  classes  of  farms. 

"Determined  on  the  basis  of  the  ratio  of  the  value  of  other  farms  owned  to  total 
assets,  as  shown  by  surveys  of  1102  farms  already  referred  to. 

*The  total  duplication  of  $800,000,000  distributed  on  same  basis  that  cash  to  nm 
the  farm  was  cUstrlbuted. 

*The  total  short-term  Indebtedness  of  farmers  allocated  on  the  basis  of  the  ntiD 
of  the  value  of  farm  property  in  tenant  farms  to  the  value  In  all  rlnssfs  of  faims. 
This  mav  tend  sonncwhat  to  exaggerate  the  Indebtedness  of  tenants. 

"This  Is  mortgaoe  debt  on  farms  owned  by  the  tenants  but  not  operated  by  the 
owners.  It  Is  esomated  by  distributing  the  total  mortgage  ddbt  owed  by  farmers 
In  proportion  to  the  amount  of  farm  real  estate  owned  by  each  dass. 

"The  total  farm  population  less  an  estimate  of  laborers  net  bekm^^hig  to  famlUes 
of  farm  operators  was  distributed  among  the  various  tenure  groups  In  pnmortloo 
te  the  number  of  farms  In  each  groups  as  reported  hy  the  Census  or  1090. 
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C.     Part  Owners 

Per  farmer 

Per  capita 

Real  estate  owned  &  operated 

Equity  in  farm  real  estate  other 
than  that  operated 

Implements  and  live  stock. . . 

Crops  on  hand,  growing  crops, 
miscellaneous  supplies, 
and  cash  to  run  the  bus- 
iness  

$6,181,179,964 

352,766,357»a 
1,620,649,622^* 

949,260,009" 
659,974,680" 

$9,276 

632 
2,901 

1,699 
1,002 

161 
606 

407 

2^ 

Total  assets 

8,663,820,632 
100,720,000 

Less  duplication  of  cash 

Nfft  asiwtff 

8,663,100,632 

698,780,757" 
698»616,428" 

15,330 

1,251 
1,251 

3,676 

Mortgage  indebtedness. 

Short-term  indebtedness 

300 
300 

Total  liabilitiffl 

1,397,297,186 

2,601 

600 

Net  Worth 

$7,166,803,447 

$12,829 

$3,076 

*aObtained  in  same  manner  as  in  case  of  tenants  above. 

*It  is  assumed  that  landlords  have  practically  no  equity  in  the  implements  and 
live  stock  of  part  owner  farms.    This  assumption  is  approximately  correct 

'ni'otal  of  tnese  items  distributed  in  accordance  with  the  proportion  of  the  valiM 
of  aU  farm  property  that  is  in  farms  of  part  owners. 

""^le  total  for  owners  and  part  owners  distributed  in  ratio  of  number  of  famwn 
in  each  group  and  the  ratios  of  the  averafle  amounts  of  each  class  of  property 
per  capitoy  as  rnwrted  in  local  surveys  employed  above. 

"^dndcs  indebtedness  on  farms  owned  but  not  operated  by  owner.  For  distil- 
bation  see  note  for  corresponding  item  for  tenants. 

''Distrfbuted  in  the  ratio  of  tM  value  of  farm  property  on  part  owner  farms  to 
sU  farm  property. 


D.    FiM  Owners 

Per  farmer 

Per  eapiia 

Real  estate 

$38,814,132,287 
6,693,729,956 

3,620,930,671 
6,461«826,320 

$11,300 
1,920 

1,026 
1,690 

$2,709 

Implemenu  &  live  stock 

miscellaneous  supplies, 
cash  to  run  business 

Other  assets 

460 

246 

881 

Total  assets  ,.--.,-, 

64,390,618,233 
445,120,OOG 

3,796 

Less  cash  counted  twice 

31 

Net  asnets 

6,106,887,891 
2,661,198,701 

16,706 

1,487 
743 

3,766 

Mortgage  indebtedness. 

Short-term  indebtedness. 

866 
178 

Total  liabilitifis 

7,658,066,692 

2,229 

634 

Net  worth 

$46,287,411,641 

$13,476 

$8,230 

"The  Items  for  full  owners  have  been  obtahiad  hf  tubtraeting  tha  above  estimates 
for  the  varloos  temuws  from  the  total  eatimatea, 
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6.     Significance  of  net  worth  as  a  measure  of  accwmilation. 

It  is  obvious  that  the  net  worth  of  fanners  in  1920,  amounting  as 
estimated  above  to  nearly  $62,000,000,000  is  not  a  complete  measure 
of  the  economic  progress  made  up  to  that  date  by  the  farming  class. 
As  pointed  out  by  Dr.  W.  I.  King  in  a  paper  referred  to  above,  it 
does  not  include  the  intangible  progress  achieved  in  the  form  of 
education  and  other  forms  of  personal  improvement.  Again,  it  does 
not  include  the  farmer's  share  as  a  citizen  in  the  public  wealth  of  the 
nation,  the  states,  and  minor  civil  divisions.  However,  the  farmer  as 
a  citizen  shares  in  the  liabilities,  as  well  as  in  the  assets  of  the  govern- 
ment, and  the  liabilities  probably  exceed  the  value  of  all  publicly 
owned  assets. 

It  is  also  to  be  noted  that  the  estimate  of  the  net  worth  of  farmers 
does  not  comprise  all  of  the  wealth  saved  by  the  farming  classes  in  the 
past.  A  very  large  part  of  these  savings  is  carried  to  town  by  farm- 
ers who  retire.  It  may  be  roughly  estimated  that  nearly  half  of  the 
total  farm  property  not  owned  by  farmers  is  held  by  retired  farmers, 
not  to  speak  of  the  wealth  in  the  form  of  other  kinds  of  property  held 
by  this  class.  Much  of  the  physical  wealth  is,  of  course,  still  in  the 
countryside  and  contributes  through  taxes  to  the  community  welfare, 
but  the  ownership  of  this  wealth  accumulated  in  farming  is  carried 
out  of  the  farming  industry  and  out  of  the  farming  community  throu|^ 
the  process  of  retirement.*^ 

Finally,  it  is  obvious  that  the  figure  on  net  worth  estimated  above 
does  not  measure  the  savings  of  farmers  out  of  production,  as  dis- 
tinguished from  wealth  acquired  through  changes  in  values.  A  large 
part  of  it  is  comprised  merely  in  a  nominal  increase  of  wealth  arising 
from  increase  of  land  values.  At  first  thought  it  might  seem  possible 
to  allow  for  this  element,  but  it  soon  appears  that  it  is  impracticable. 
In  the  first  place,  we  do  not  know  exactly  how  much  of  the  present 
value  of  farm  land  represents  actual  improvements  other  than  build- 
ings, although  it  is  probable  that  of  the  $26,000,000,000  of  increase 
in  the  nominal  value  of  land  from  1910  to  1920,  only  a  small  pro- 
portion could  be  attributable  to  constructive  additions  to  value. 
However,  there  is  a  very  much  greater  difficulty.  As  the  decades  have 
passed  farmers  as  individuals  have  had  to  acquire  the  ownership 
of  their  land.  Some  of  this  ownership  has  merely  been  transferred  by 
inheritance  or  marriage,  but  a  large  proportion  has  been  acquired  by 
purchase.  The  purchase  price  has  represented  adventitious,  as  well  as 
constructive,  values,  and  the  fulfillment  of  these  purchases  has  re- 

**R  is  true  some  wealth  flows  back  for  purposes  of  investment  biit  it  is  largdy 
in  the  form  of  loans  to  actual  farmers  and  for  the  most  part  tiie  lender  does  not 
accompany  his  wealth.  Of  course,  there  are  relatively  small  sums  carried  into  the 
farming  industry  through  investments  made  by  city  people  who  move  to  tfao 
country  to  engage  in  farming. 
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quired  hard  work  and  the  very  real  exercise  of  thrift.  It  is  true, 
much  of  this  transfer  of  land  by  purchase  has  been  within  the  farming 
class.  Much  of  it,  however,  has  been  repurchased  from  persons  who 
have  retired  from  farming  or  from  city  people  who  have  inherited  or 
acquired  by  marriage  the  ownership  of  farm  land. 

11.     Income  Received  hy  Farming  Cla$9 

1.     Source  of  income. 

Of  the  total  net  return  of  agricultural  industry  a  part  goes  to  the 
farming  class,  but  also  a  large  part  is  received  by  other  classes  who 
own  farm  property  or  who  have  made  loans  to  farmers.  Offsetting 
this  in  part  farmers  receive  a  certain  amount  of  income  from  capital 
owned  by  them  in  industries  other  than  farming.  Since  we  have  cal- 
culated the  amount  of  farm  wealth  owned  by  other  classes  and  the 
amount  of  wealth  other  than  agricultural  wealth  owned  by  farmers, 
we  need  only  an  estimate  of  rates  of  return  on  the  various  kinds  of 
wealth  to  csJculate  the  amount  of  the  net  income  from  the  farming  in- 
dustry received  by  those  who  are  not  farmers  and  the  amount  which 
is  returned  to  farmers  from  investments  in  other  industries. 

First,  we  need  the  average  percentage  that  rentals  are  of  total 
farm  real  estate.  As  a  starting  point  for  this  we  have  the  study  of 
the  ratios  of  cash  rentals  to  the  value  of  farm  real  estate  on  about 
176,000  cash  rented  farms  made  by  the  Division  of  Land  Economics, 
Bureau  of  Agricultural  Economics.  For  the  cases  studied  an  average 
figure  of  8.66  per  cent  was  obtained,  and  this  figure  was  published  in 
a  preliminary  report  of  the  Division  of  Land  Economics.  However, 
when  the  rates  for  the  cases  studied  are  weighted  in  accordance  with 
their  regional  importance  as  determined  by  the  total  value  of  farm 
real  estate  in  the  several  regions,  a  probable  ratio  of  4.8  for  the  na- 
tion as  a  whole  is  obtained.  A  study  of  the  ratio  of  share  rentals 
to  real  estate  values  for  a  number  of  surveys  which  make  such  infor- 
mation available  indicates  an  average  share  rental  of  about  6.6  per 
cent.  Data  for  croppers  and  standing  renters  in  the  South  were 
also  obtained.  Weighting  the  several  figures  by  the  relative  number 
of  tenants  in  each  sub-class  of  tenure,  we  get  a  combined  average 
rental  rate  of  6.8  cents.  On  these  bases  out  of  the  total  farm  income 
there  is  paid  in  rentals  to  those  who  are  not  farmers  $1,808,868,624. 

The  next  item  is  the  interest  on  mortgage  indebtedness  owed  by 
farmers.  According  to  the  study  of  Farm  Mortgage  loans  by  Valgren 
and  Engelbert,  the  weighted  average  interest  rate  on  all  classes  of 
mortgage  loans  reported  by  8,184  banks  was  7.29  in  March,  1921. 
In  order  to  determine  the  probable  interest  rate  on  mortgages  paid  by 


174  American  Economic  Association 

farmers  in  January,  1920,"  an  index  number  has  been  based  on  the 
average  yields  on  municipal  bonds  for  the  three  years  1917,  1918,  and 

1919  as  compared  with  the  average  yield  for  March,  1921." 

On  this  basis  it  is  estimated  that  interest  rates  on  outstanding  mort- 
gages in  January,  1920,  averaged  6.4  per  cent  and  at  this  rate  farm- 
ers paid  during  the  year  ending  on  that  date  $881,912,626  as  interest 
on  mortgage  indebtedness. 

On  this  basis  of  reports  from  upwards  of  9000  banks  the  average 
interest  rate  on  short-term  farm  loans  of  $100  or  more  was  estimated 
at  7.96  per  cent  as  of  March,  1921.  It  is  necessary  to  obtain  an 
index  of  variation  to  carry  this  figure  back  to  January  1,  1920.  As- 
suming as  an  index  of  variation  the  rate  on  60-to  90-day  commercial 
double-name  paper  in  New  York,  the  interest  rate  in  January,  1920, 
was  78  per  cent  of  what  it  was  in  March,  1921,  or  6.21  per  cent. 
Another  index  is  supplied  by  the  average  rates  for  commercial,  agri- 
cultural, and  industrial  paper  of  the  Federal  Reserve  Bank  of  Kansas 
City  for  January  1,  1920,  which  would  indicate  a  rate  on  short-term 
farm  loans  of  6.93  for  January  1,  1920.  Guided  by  these  indices  I 
have  assumed  an  intermediate  rate  of  6%  per  cent.  Accordingly  the 
interest  payment  on  short-term  indebtedness  may  be  estimated  at 
$341,665,644. 

Apparently,  then,  the  total  payments  made  by  farmers  to  other 
classes  on  account  of  rent  and  interest  approximated  $2,026,986,794, 
or  about  $314  per  farm. 

If  this  was  paid  to  other  classes  how  much  income  was  left  for 
farmers  themselves?  If  we  knew  the  net  value  product  of  agriculture 
we  could  answer  the  question  simply  by  subtraction.  Time  has  not 
admitted  of  my  attempting  an  original  estimate,  and  I  have  taken  the 
net  value  product  of  the  agricultural  industry,  as  estimated  by  Dr. 
W.  I.  King,  of  the  National  Bureau  of  Economic  Research." 

According  to  the  estimate  by  Dr.  King  (Vol.  II  of  Income  in  the 
United  States) j  the  net  return  from  agriculture  to  entrepreneurs  and 
other  property  owners  for  the  year  1919 — ^the  best  year  in  terms  of 
income  farmers  have  ever  enjoyed — ^was  $13,336,000,000,   and   for 

1920  it  was  $8,111,000,000.  Now,  we  may  regard  our  estimates  of 
the  value  of  farm  property  and  the  share  of  it  owned  by  other  classes 
as  of  January  1,  1920,  to  be  applicable  either  to  the  year  1919  or 


"^t  is  necessary  to  recognize  tliat  since  mortgage  contracts  nominally  nm 

tliree  to  five  years  much  of  the  mortgage  indd[>tedne8s  outstanding  on  that  date 
had  been  contracted  a  considerable  time  previously. 

"The  rates  are  those  reported  in  the  Survey  of  Current  Bueineee,  issaed  by  the 
Department  of  Commerce. 


'^Since  the  original  estimate  was  published  some  small  revisions  have  been  made. 
Of  course,  I  can  not  employ  the  altered  figures  until  they  are  officially  issued  by 
the  Bureau,  but  I  have  been  permitted  to  checlc  tluem  with  tlie  published  figims. 


Apparently,  the  extent  of  the  changes  is  not  sufficient  to  impair  the  general  sigiil- 
flcanoe  of  the  magnitudes. 
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to  the  year  1920.  That  is,  the  estimate  may  represent  the  farm  in- 
ventory for  the  end  of  1919  or  for  the  beginning  of  1920.* 

I  have  therefore  deducted  from  the  net  value  product  of  agriculture 
for  each  of  the  two  years  the  estimated  amount  payable  in  rent  and 
interest  to  other  classes  on  the  basis  of  the  estimates  made  as  of 
January  1,  1920.  This  would  indicate  net  incomes  for  the  farmers 
of  $11,808,068,206  for  1919  and  $6,084,068,206  for  1920.  The 
averages  per  farm  on  this  basis  are  $1764  for  1919  and  $944  for 
1920. 

However,  we  have  also  to  consider  the  return  which  farmers  re- 
ceive from  investments  outside  of  farming.  According  to  the  above 
estimates  farmers  owned  in  1920  the  following  forms  of  property 
which  might  be  sources  of  income: 

Cash  and  bank  4epo6ito 13,635,690,084 

Stocks  owned 1,016,710,491 

Bonds  owned 694,063,058 

Town  real  estate 731,176,083 

Bills  receivable 1,651,999,911 

Miscellaneous  property 134,555,959 

In  the  case  of  the  bank  deposits  it  is  probable  that  income  is  derived 
only  from  time  deposits.  The  Report  of  the  Congressional  Commission 
on  Agricultural  Inquiry  (Volume  on  Credit)  indicates  that  in  May, 
1920,  time  deposits  were  87.7  per  cent  of  all  deposits  in  upwards  of 
2000  counties  classed  as  agricultural.  Assuming  an  average  rate  of 
8  per  cent  on  time  deposits  we  get  an  indicated  income  from  this  source 
of  $41,119,653.  Assuming  an  interest  rate  of  4  per  cent  on  the  to- 
tal holdings  of  bonds  would  give  presumptive  income  from  this  source 
of  $27,768,822.  These  two  items  amount  to  $68,882,976.  The  re- 
maining items  of  wealth  are  problematical  as  sources  of  income.  Pro- 
bably a  large  proportion  of  town  real  estate  consists  of  vacant  lots 
or  other  unproductive  property.  Bills  receivable  include  mortgages 
owned  by  farmers,  but  also  probably  a  large  amount  of  non-interest 
bearing  credits  arising  from  sales  of  farm  products  or  property  on 
deferred  payments.  Most  of  the  miscellaneous  property  is  probably 
non-income  yielding,  since  the  more  important  classes  of  probable  in- 
come yielding  property  have  already  been  considered.  It  is  possible 
that  ilie  several  items  mentioned  might  add  as  much  as  $150,000,000 
to  farmers'  income  but  it  seems  much  more  probable  that  they  would 
not  add  more  than  a  third  to  half  of  this  amount.     Hence,  it  appears 

*I  should  prefer  to  have  estimates  for  both  the  beginninff  and  end  of  each  year. 
Indeed  it  womd  be  possible  to  project  the  present  estimates  baclcward  or  forward  on 


the  basis  of  price  indices,  but  it  may  be  questioned  whether  we  have  indices  suiBciently 
accurate  so  tliat  we  would  gain  a  great  deal  bv  such  a  refinement.  Moreover*  it 
vould  also  be  necessary  to  project  forward  and  backwards  the  estimated  rates  of 
return  oil  property. 
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that  altogether  from  all  of  these  outside  forms  of  property  the  total 
income  received  by  farmers  is  between  $125,000,000  and  $150,000,000; 
and  therefore  that  it  added  not  more  than  $20  to  the  average  income 
per  farm  family,  increasing  the  average  to  $1774  in  1919  and  to 
$964  in  1920. 

When  we  add  farm  laborer  population  to  farm  operating  popula- 
tion, making  allowance  also  for  the  wages  of  farm  laborers,  we  obtain 
an  estimate  of  per  capita  income  of  the  farming  population  in  1919 
amounting  to  $409  and  $244  in  1920. 

Since  the  estimate  of  national  income  by  Dr.  King  of  the  National 
Bureau  of  Economic  Research  has  thus  far  been  carried  only  up  to 
1918  it  is  desirable  for  comparative  purposes  to  reduce  our  estimate 
of  the  per  capita  income  of  farmers  to  a  1918  basis.  Taking  Dr. 
King's  figures  of  the  net  value  product  of  agriculture  in  1918  as  a 
starting  point,  I  have  made  the  following  estimate  of  the  comparative 
income  per  capita  of  farmers  and  other  classes  :** 


Per  capita 
income,  1918. 


Per  cent  of 
total  income,  1918. 


Farm  population 
Other  classes 


1359 
677 


18.46 


i.     The  range  of  income. 

Statistics  of  average  income  per  capita  alone,  while  furnishing  a 
basis  of  comparison  with  other  classes  of  the  population,  cannot  give 
us  a  correct  impression  of  the  possibility  of  accumulating  wealth  from 
income  unless  we  know  something  about  the  range  of  income.'' 

I  am  fortunate  in  having  data  from  seven  local  surveys  which  give 
the  actual  incomes  received  by  1800  farmers.     Two  of  these  surveys 

"I  have  reduced  the  income  received  by  other  classes  on  account  of  capital  Invested 
In  agriculture  to  a  1918  basis  by  assuming  that  It  bears  the  same  ratio  to  the  cor- 
responding items  for  1920  as  the  ratio  of  agricultural  capital  in  1918  is  to  that  of 
1920.  The  small  Items  for  Income  received  by  farmers  from  ownership  of  property 
not  invested  in  agriculture  has  been  reduced  to  a  1918  basis  by  employing  the  same 
ratio. 

It  should  be  noted  that  the  above  figures  on  Income  are  for  actual  IneonMe  and 
not  labor  Income. 

"On  this  point  we  have  had  little  Information  In  the  past.  In  the  volume  on 
Ineome  published  by  the  National  Bureau  of  Economic  Research  Dr.  Knauth  has 
attempted  a  division  of  Incomes  of  farmers  between  those  under  $2000  and  tfaoie 
over  $2000,  using  the  reported  cases  of  Income  to  the  Bureau  of  Internal  Revenue 
and  distributing  the  remaining  estimated  income  between  the  two  groups  on  the 
basis  of  data  on  actual  Incomies  from  faming  for  400  cases  supplied  by  a  survey 
in  New  York  made  by  Cornell  University. 

Unfortunately  most  of  the  rather  abundant  data  obtained  from  local  surveys  of 
farm  Income  cannot  be  em|>loyed  for  this  purpose. 
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are  in  the  North  and  three  in  the  South.     I  have  arranged  the  individ- 
ual cases  in  groups  having  a  group  range  of  $500.'* 

I  propose  to  use  the  combined  results  of  these  surveys  to  distribute 
the  national  income  of  farmers  for  1919  and  1920,  as  estimated  above. 
In  doing  so  I  realize  that  the  basis  of  distribution  is  rather  narrow, 
but  it  is  the  best  we  have,  and  a  careful  study  of  it  leads  us  to  believe 
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Negative  Income 

4.55 

293 

Loss 

Loss 

Loss 

LOM 

0-     500 

12.53 

'2.3 

806 

263.2 

326 

143.0 

177 

500-    1000 

21.89 

9.0 

1,412 

1,029.9 

729 

659.7 

396 

1000-    1500 

17.01 

11.2 

1,097 

1,281.6 

1,168 

606.5 

636 

1500-    2000 

14.69 

14.2 

947 

1,624.9 

1,716 

883.1 

933 

2000-    3000 

13.31 

17.7 

858 

2,025.4 

2,361 

1,100.8 

1,283 

3000-    4000 

7.66 

14.4 

494 

1,647.8 

3,336 

895.5 

1,813 

4000-    6000 

3.25 

8.0 

210 

915.4 

4,359 

497.5 

2,369 

5000-    7500 

3.17 

10.3 

24 

1,178.6 

5,777 

640.6 

3,150 

7500-10000 

0.93 

4.4 

60 

503.4 

8,390 

273.6 

4,560 

10000  -  and  over 

1.01 

8.5 

65 

972.7 

14,965 

528.6 

8,132 

that  it  gives  a  fairly  good  indication  of  range  of  income  received  by 
farmers." 

It  is  a  very  striking  fact  that  in  1919  approximately  70  per  cent 
of  the  farmers  were  in  groups  averaging  $1716  or  less,  while  in  1920 
70  per  cent  of  the  farmers  were  in  groups  averaging  $988  or  less. 
Approximately  40  per  cent  of  the  farmers  belonged  to  groups  aver- 
aging $729  or  less  in  1910  and  $896  or  less  in  1920.  Over  one-sixth 
of  the  farm  population  were  in  groups  that  had  average  incomes  of 
$826  or  less  in  1919  and  $177  or  less  in  1920. 

What  standard  of  living  should  be  maintained  before  savings  be- 
come possible  must  be  largely  a  matter  of  opinion — ^perhaps  largely 
a  matter  of  sentiment.     The  figures  do  indicate  a  substantial  group 

It  should  be  said  that  the  southern  surveys  were  for  the  year  1919  and  the 
northern  surveys  for  the  year  1918.    Both  were  relatively  good  years  from  the 
of  the  f  .         -       .         —  -  -  .,      ,, 


standpoint  ( 


incomes  from  farming.    The  southern  surveys  show  a  considerably 


greater  incomie  range  than  do  the  northern  surveys,  for  the  former  reflect  the  specu- 
lative conditions  prevailing  in  the  Burleigh  tobacco  region  of  Kentudcy  and  cotton 
producing  regions  of  Tennessee  and  Texas. 

"It  should  be  noted  that  I  have  not  used  the  absolute  amounts  of  income,  but 
have  calculated  the  percentage  of  total  income  in  the  survevs  received  by  a  given 
percentage  of  the  farmers.  These  percentage  figures,  rather  than  the  absolute 
incomes  mdicated  by  the  surveys,  liave  been  used  to  find  the  range  of  the  national 
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of  farmer*  with  incomes  adequate  for  lome  accumulation.  If  we  draw 
the  line  at  average  incomes  of  $1700  to  $1800,  we  find  44  per  cent 
of  the  farmers  above  this  line  in  1919  and  but  16  per  cent  in  1920. 
It  should  also  be  recognized  that  some  of  the  lower  groups  contain  a 
considerable  number  of  young  men  just  getting  a  start  who  by  superior 
ability  will  rise  to  the  higher  income  classes,  but  largely  by  taking 
the  places  of  other  members  of  those  classes  who  are  dropping  out. 
Broadly  speaking,  the  figures  suggest  that  the  accumulation  of  wealth 
in  agriculture  would  be  a  very  slow  process  without  on  the  one  hand 
the  practice  of  rigid  and  painful  thrift  or  on  the  other  hand  the 
fortunate  incident  of  rising  land  values.  If  the  latter  tendency  should 
cease  there  is  reason  to  believe  that  the  rate  of  accumulation  among 
American  farmers  would  approximate  very  much  more  closely  to  those 
rates  of  accumulation  in  Europe  which  require  the  savings  of  several 
generations  to  pay  for  a  farm. 


INCOME  OF  FARMERS— DISCUSSION 

0.  E.  Bakcr. — The  general  condusions  of  Dr.  Gray's  study,  that  the 
per  capita  wealth  of  the  farming  population  is  about  two-thirds  and  the 
per  capita  income  in  1918  about  one-half  that  of  the  total  population  of  the 
United  States,  are  confirmed  by  previous  less  complete  studies  of  the  sub- 
ject, and  may  be  accepted,  I  believe,  as  approximately  correct.  Certain 
details,  however,  particularly  the  amount  of  non-farm  property  owned  by 
farmers  and  of  farm  property  owned  by  non-farmers,  it  should  be  recognized, 
are  based  on  meagre  data  derived  from  surveys  not  well  distributed  geo- 
graphically from  the  viewpoint  of  representing  the  United  States  as  a  whole. 

Since  Dr.  Gray's  conclusions  are  inherent  in  his  data,  perhaps  this  dis- 
cussion may  be  devoted  most  profitably  largely  to  comment  concerning  the 
character  of  the  basic  data. 

The  estimates  as  to  the  wealth  of  farmers  are  based  on  the  results  of  the 
recent  census,  supplemented  by  the  answers  on  questionnaires  received 
from  25,000  owners  of  rented  farm  land,  weU  distributed  throughout  the 
United  States,  and  supplemented  further  by  the  results  of  a  series  of  eco- 
nomic surveys  miade  by  the  Divisions  of  Land  Economics  and  of  Farm 
Management  in  the  Bureau  of  Agricultural  Economics.  Much  of  the 
census  data  have  been  available  heretofore,  but  the  data  secured  from  the 
questionnaires  sent  to  owners  of  rented  farms  and  that  derived  from  the 
farm  surveys  are  entirely  new  and  essential  to  the  determination  of  the 
wealth  of  the  farming  class.  In  particular,  these  surveys  provide  data 
on  four  points  concerning  which  there  has  been  incomplete  or  no  information 
heretofore: 

1.  How  much  farm  wealth  is  owned  by  farmers  and  how  much  by  persons 
who  are  not  farmers  ? 

2.  How  much  non-farm  wealth — city  property,  bonds,  stocks,  etc. — ^is 
owned  by  farmers? 

8.     The  debts  and  obligations  owed  by  farmers  to  non-farmers. 

4.  The  distribution  of  farm  wealth  among  the  several  tenure  classes — 
that  is,  how  much  wealth,  both  farm  and  non-farm,  is  owned  by  owners 
of  farm  land,  by  tenants,  and  by  farm  laborers. 

All  that  the  census  provides  is  the  value  of  farm  land,  buildings,  ma- 
chinery, and  live  stock,  and  although  this  information  is  basic,  it  affords  only 
partial  answers  to  questions  1,8,  and  4,  and  no  indications  even  of  an  answer 
to  question  2.  On  the  other  hand,  the  census  figures  are  complete  so  far  as 
they  go,  in  that  they  include  practically  every  farm  in  the  United  States. 

The  questionnaire  data,  although  much  smaller  in  extent,  were  received 
from  almost  every  county  in  the  United  States,  and  appear  to  be  reasonably 
representative. 

The  farm  surveys  cover  many  more  items  than  the  census  or  the  question- 
naires, but  the  number  of  farms  included  is  meagre  and  not  well  distributed 
geographically.  Those  made  by  the  Division  of  Land  Economics,  and 
used  as  a  basis  for  estimates  of  the  non-farm  wealth  of  farmers,  are  confined 
to  the  states  of  Texas,  Tennessee,  and  Kentucky.  The  surveys  include, 
however,  wide  differences  in  systems  of  farming — cotton  production  in  the 
Black  Prairie  of  Texas  and  in  Jackson  County,  Tennessee,  general  farming 
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and  live-stock  prodnction  in  the  Nashville  Basin  of  Tennessee,  tobacco  pro- 
dnction,  live-stock  and  general  farming  in  the  Blue-grass  district  of 
Kentucky,  and  tobacco  prodnction  combined  with  general  fanning  in  Mont- 
goniery  Connty,  Tennessee. 

The  surveys  made  by  the  Division  of  Farm  Management,  nsed  as  a  basis 
in  estimating  the  amount  of  operating  capital  by  tenure  classes,  cover  areas 
in  both  northern  and  southern  states,  but  not  enough  to  assure  their  repre- 
sentative character.  However,  the  errors  resulting  from  the  meagreness 
of  these  survey  data  are  not  serious,  for  the  reason  that  the  items  derived 
from  these  surveys  constitute  so  small  a  portion  of  the  farmers'  wealth  that 
a  large  error  in  these  figures  could  produce  only  a  small  error  in  the  final 
result.  Moreover,  the  data  have  been  used  largely  as  relative  indices  and 
not  as  absolute  per  capita  quantities.  This  has  undoubtedly  greatly  re- 
duced the  margin  of  error. 

Another  matter  deserving  notice  is  the  large  proportion  of  farm  property 
owned  by  non-farmers — 88  per  cent  of  the  land,  25  per  cent  of  the  valoe 
of  the  buildings,  or  of  total  real  estate  81  per  cent,  and  of  all  farm  assets 
25  per  cent.  This  is  surprisingly  large  until  one  realises  that  Dr.  Gray 
has  included  among  non-farmers  all  retired  farmers.  Unquestionably  this 
is  the  correct  thing  to  do,  since  most  of  these  retired  farmers  have  moved  to 
town,  and  are  spending  their  income  from  the  land  in  building  up  urban 
wealth.  But  in  using  these  figures  it  should  be  recalled  that  there  is  little 
absentee  ownership  of  farm  land  in  the  United  States,  in  the  sense  the 
term  is  usually  used,  and  that  these  retired  farmers  take  a  keen  interest  in 
their  farms  and  often  participate  in  their  operation. 

The  second  part  of  the  paper  deals  with  the  income  of  farmers.  Dr. 
Gray  starts  with  Dr.  King's  figures  on  income,  which  are  derived  from  the 
value  of  the  total  product  of  the  agricultural  industry.  Dr.  King  was 
unable  to  separate  that  portion  of  this  total  product  which  went  to  farmers 
from  that  which  went  to  non-farmers — ^that  is,  to  urban  owners  of  farms, 
of  farm  mortgages,  etc.  Dr.  Gray  was  able  to  make  this  separation  on  the 
basis  of  the  questionnaire  and  survey  data.  The  estimates,  consequently,  are 
subject  to  the  same  criticism  as  that  already  made  concerning  the  estimates 
of  wealth. 

Among  the  valuable  information  furnished  by  these  surveys  is  the  range 
of  income,  that  is,  the  proportion  of  the  farmiers  who  receive  incomes  of 
certain  amounts.  The  amounts  of  these  incomes  will  vary,  of  course,  from 
region  to  region  and  from  year  to  year,  but  the  relative  amplitude  of  the 
range  of  incomes  is  probably  representative  of  any  region  and  of  almost 
any  year. 

Coming  now  to  the  significance  of  the  estimates,  the  abnormal  conditions 
existing  on  the  date  necessarily  selected  deserve  further  emphasis.  The 
value  of  farm  property  on  January  1,  1920,  the  date  of  the  census,  was 
fully  25  per  cent  greater  than  it  is  today;  and  the  income  of  farmers  in  1919 
was  probably  nearly  100  per  cent  greater  than  in  1922.  Dr.  Gray  has 
corrected  to  some  extent  the  estimate  of  income  for  this  abnormal  year  by 
calculating  the  income  for  1918  and  1920  also.  Farm  incomes  in  1922  are 
not  far  different,  probably,  from  those  in  1920. 
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In  conclusion  may  we  ask  the  question^  why  the  per  capita  wealth  and 
income  of  farmers  continue  ao  mnch  smialler  than  the  averages  of  other 
occopations?  Are  farmers  less  productive^  indeed^  only  about  one-half  as 
productive  as  city  people?  The  Amierican  farmer  produces  more  probably 
than  any  other  farmer  in  the  world — ^undoubtedly,  relative  to  urban  workers, 
hia  efficiency  is  greater  than  that  of  farmers  in  foreign  countries.  Each 
American  farmer  and  farm  laborer  feeds,  on  the  average,  nine  people  other 
than  himself  in  this  country  and  one  more  person  living  in  foreign  lands. 
His  efficiency,  moreover,  increased  fully  15  per  cent  between  1910  and  1920 
— certainly  a  greater  increase  in  efficiency  than  can  be  claimed  for  urban 
labor. 

One  of  the  reasons  for  the  farmers'  small  income  is  to  be  found,  perhaps, 
in  this  increase  in  efficiency.  In  miost  occupations  the  more  a  man  produces 
the  more  he  receives  in  return,  but  with  farmers,  as  a  dass,  frequently  the 
more  they  produce  the  less  they  receive.  A  big  crop  is  usually  worth  less 
than  a  small  crop. 

American  farmers  have  been  producing  a  larger  surplus  in  recent  years 
than  ever  before.  Part  of  this  surplus  is  due  to  diminished  domestic  per 
capita  consumption,  as  well  as  to  increased  production.  The  farmers  are 
beginning  to  correct  this  unbalanced  condition  by  letting  crop  land  lie  idle  or 
using  it  for  pasture,  by  letting  some  pasture  land  revert  to  forest,  and 
by  moving  to  the  city  in  twice  the  normal  numbers.  Farmers  do  not  like 
to  restrict  production — ^it  violates  their  moral  traditions — ^but  they  are 
being  forced  to  do  ao  because  of  lack  of  capital  to  hire  labor  and  pay  for 
machinery.  The  aggregate  production  of  the  ten  leading  crops  (about  85 
per  cent  of  the  total  crop  acreage)  was  12  per  cent  less  in  1921  than  in 
1920,  and  6  per  cent  less  in  1922.  Prices  of  farm  products  are  rising  and 
the  conditions  are  somewhat  improved. 

John  D.  Black. — ^We  must  feel  grateful  to  Dr.  Gray,  Dr.  Friday,  and 
for  that  matter  also  to  Dr.  King  of  the  National  Bureau  of  Economic 
Research,  for  the  work  which  they  have  done  on  farmers'  incomes.  It  is 
a  matter  upon  which  there  is  a  vast  amount  of  confusion.  Some  of  this  is 
due  to  careless  terminology.  He  who  plays  with  a  word  so  common  as 
"income"  must  expect  the  public  to  have  its  own  way  in  understanding  it. 

Dr.  Gray  and  Dr.  King  have  gone  to  the  only  sources  of  data  available. 
Oat  of  census  data  and  fragments  here  and  there  in  the  files  of  the  United 
States  Bureau  of  Agricultural  Economics,  they  have  built  up  in  an  ingenious 
and  masterful  manner  a  set  of  estimates  which  we  can  look  upon  as  reason- 
ably dependable.  The  estimates  are  probably  about  as  serviceable  for  most 
of  the  uses  to  which  such  data  are  put  as  they  would  be  with  half  their 
present  error. 

The  United  States  Bureau  of  Agricultural  Economics  has  in  its  files 
the  so-called  "labor  incomes"  of  over  twenty  thousand  farmers.  A  great 
deal  of  time  has  been  spent  in  calculating  these  incomes.  Scores  of  experi- 
ment station  workers  4n  the  various  states  have  cooperated  in  compiling 
these  income  figures.     They  are  constantly  being  used  in  farm  journals. 
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in  editorials  in  the  daily  press,  and  even  in  the  popular  weeklies,  as 
evidence  upon  the  subject  of  farmers'  incomes. 

It  is  therefore  interesting  to  note  that  Dr.  Gray,  coming  to  ns  directly 
from  the  haunts  of  these  labor-income  figures,  does  not  even  use  them  as 
fragmentary  evidence.  The  workers  in  the  National  Bureau  of  Econontiie 
Research  likewise  ignore  them.  President  Friday  ignores  them;  he  also 
found  them  of  no  value  to  him  in  his  work  for  the  Treasury  Department 
on  agricultural  incomes  and  savings. 

The  conclusion  from  this  is  that  "labor-income"  data  can  serve  very 
little  as  evidence  as  to  the  incomes  of  farmers.  If  the  general  public  could 
be  converted  to  this  same  way  of  thinking,  one  chief  cause  of  confusion  on 
the  subject  would  be  removed.  As  a  matter  of  fact,  the  labor-income 
concept  was  developed  for  an  entirely  different  purpose,  as  a  measure  of 
the  relative  efficiency  of  the  farmers  in  a  given  locality.  In  the  popular 
mind,  however,  an  income  is  an  income;  and  the  popular  mind  is  too  power- 
ful to  be  gainsaid  by  the  occasional  weak  protests  of  research  workers. 

As  incomes,  the  labor-income  figures  are  always  too  low.  They  fail 
to  include  some  important  sources  of  income,  make  one  substraction  which 
should  not  be  made,  and  make  another  on  the  wrong  basis.  Even  if  one 
could  go  back  to  the  original  schedules,  he  could  not  quite  convert  a  labor 
income  into  a  true  income  figure.  Making  allowance  for  these  differences, 
however,  they  can  be  roughly  reconciled  with  Dr.  Gray's  figures. 

The  most  obvious  conmient  to  make  on  Dr.  Gray's  results  is  that  they 
are  after  all  only  averages;  and  an  average  figure  for  the  whole  United 
States  does  not  help  us  very  much.  This  must  not  be  taken  as  criticism — 
the  job  had  to  be  done  first  of  all  for  the  United  States  as  a  whole.  It  was 
a  big  undertaking  at  that.  What  we  need  to  do  now  is  to  work  out  such 
incomes  for  our  different  classes  of  farmers  separately,  our  cotton  fanners 
in  one  group,  our  Com  Belt  farmers  in  another,  etc.  Dr.  King's  studies 
show  that  in  1919,  an  unusually  prosperous  year  in  the  South,  farmers' 
incomes  in  the  South  were  about  one  third  of  those  in  Illinois,  Iowa,  and 
Nebraska.  It  will  not  be  possible  to  do  as  good  a  job  by  states  and 
counties  as  Dr.  Gray  has  done  for  all  combined — some  of  the  data  are  not 
available  on  this  basis — ^but  we  must  do  it!  Else  we  shall  presently 
have  our  farm  journal  editors  citing  these  averages  based  on  six  and  a  half 
million  farms,  of  which  nearly  three  millions  are  in  the  South,  predomi- 
nantly one-mule  farms,  part  with  negro  operators,  half  with  tenant  operators 
— over  a  third  of  whom  are  croppers — ^as  proof  of  the  woeful  state  of 
agriculture  in  New  York,  Indiana,  Minnesota,  Kansas,  California,  and  the 
whole  United  States.  Dr.  Gray's  curve  of  distribution  of  incomes,  with 
its  heavy  massing  on  the  lower  income  groups,  shows  the  effect  of  these 
southern  farmers.  Here  is  a  fine  example  of  a  case  where  one  cannot 
reason  from  the  general  to  a  particular. 

This  is  more  strikingly  true  when  comparisons  are  made — as  they  are 
sure  to  be  made — ^with  urban  incomes.  In  any  one  southern  state,  farmers' 
incomes  are  likely  to  compare  not  unfavorably  with  incomes  of  the  same 
grade  of  workers  in  the  industries  and  commercial  pursuits.  In  any  one 
northern  state,  the  same  thing  is  likely  to  be  true.     But  when  the  two  are 
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aFeraged^  lo!  we  get  a  peculiar  result^  for  the  fanner  class  is  weighted 
heayilj  in  the  South  with  its  low  incomes  in  general,  and  the  industrial  and 
commercial  daases  are  weighted  heavily  in  the  North,  where  incomes  are 
much  higher  in  general. 

A  peculiarly  bad  exam^ple  of  this  fallacy  is  found  on  page  2  of  the 
1921  Yearbook  of  the  Untied  States  Department  of  Agriculture.  It  here 
appears  that  the  28  per  cent  of  gainfully  employed  of  the  United  States 
living  on  farms  received  only  18  per  cent  of  the  national  income.  Except 
for  tlie  fact  that  the  28  per  cent  include  nearly  two  millions  of  boys  and 
girls  under  twenty  years  of  age,  one  and  a  half  million  of  these  under 
sixteen,  that  would  not  be  counted  as  gainfully  employed  in  cities,  which 
would  reduce  the  percentage  only  from  28  to  24,  the  comparison  is  no 
doubt  true  so  far  as  its  arithmetic  is  concerned.  But  what  would  such  a 
comparison  show  for  Illinois  taken  by  itself?     Or  Georgia? 

Mnst  the  agriculture  of  the  United  States,  before  we  can  call  it  pros- 
perous, lift  the  whole  South  on  its  shoulders,  with  its  nine  millions  of  negro 
population,  its  general  economic  backwardness  ? 

In  saying  that  comparison  of  urban  and  rural  incomes  by  individual 
states  in  most  cases  in  normal  times — ^not  just  at  present — ^would  prove 
not  unfavorable  to  agriculture,  I  am  presuming  two  things  which  I  am  sure 
anyone  will  accept  as  reasonable:  (1)  The  comparison  must  be  for  the 
same  class  of  workers.  There  are  a  few  farmers  who  have  as  great  natural 
ability  as  the  first-rate  professional  men  and  the  commercial  and  industrial 
heads  in  our  cities;  but  very  seldom  have  they  likewise  sacrificed  the  early 
years  of  their  lives  in  getting  ready  to  earn  an  income.  The  modal  group 
of  farm  operators  hardly  reaches  in  natural  ability  and  training  the 
modal  group  of  the  skilled  trades.  (2)  The  incomes  of  farmers  and  city 
workers  nrast  be  divided  by  a  relative  of  the  comparative  cost  of  living  for 
comparable  grades  of  workers  in  the  country  and  the  city.  Such  a  pair  of 
relatives  is  difficult  to  make.  The  budget  items  are  different.  One  method 
is  to  compute  the  cost  on  the  farm  and  in  the  city  of  a  representative  budget 
for  each.  But  this  does  not  take  account  of  possible  differences  in  the 
scale  of  living.  A  better  plan  is  to  build  up  two  budgets  as  nearly  com- 
parable as  possible  as  to  scale  of  living  but  with  different  items.  The 
arithmetic  of  the  second  plan  is  not  so  good,  but  the  conclusions  reached 
will  be  more  valid.  At  least  half  of  the  farm  family's  budget  consists  of 
things  furnished  on  the  farm,  which  must  be  valued  at  farm  prices.  We 
are  not  likely  to  have  such  indices  for  some  time,  but  in  the  meantime  we 
mnst  be  ready  to  admit  that  farm  incomes  are  bigger  than  they  seem. 

The  most  significant  figures  in  Dr.  Gray's  paper  are  the  average  net 
worths  of  full  owners  and  part  owners,  $18,476  and  $12,829  respectively. 
These  figures  indicate  that  the  farmers  of  the  United  States,  who  own 
the  land,  or  part  of  the  land,  which  they  operate,  after  all  mortgages  and 
other  debts  were  substr acted,  taken  altogether.  East  and  South  as  well  as 
North  and  West,  were  worth  in  1919  an  average  of  over  $18,000;  and 
this  is  at  an  average  age  probably  not  far  from  fifty  years.  Coupled  with 
this  the  other  circumstance  that  where  less  than  40  per  cent  of  the  farms  are 
rented — and  this  includes  the  whole  United  States  outside  of  the  South 
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and  four  states^  (Illinois^  42.7,  Nebraska,  42.9,  Iowa,  41.7,  and  Kansas, 
40.4) — ^rdatiTelj  few  farmers,  and  those  the  very  incompetent  or  the 
onfortonate,  have  thns  far  been  nnable  to  rise  from  tenancy  to  ownership. 
Becent  field  studies  in  some  Com  Belt  territory  have  indicated  that  a  per- 
manent tenant  class  is  beginning  to  appear ;  but  an  average  farm  in  Iowa  in 
1919  was  worth  $81,000,  and  its  equipment  another  $9,000.  It  is  expecting 
a  good  deal  of  agriculture  even  in  prosperous  Iowa  that  it  will  enable  every 
man  to  own  a  farm  worth  $81,000  before  he  retires. 

There  is,  however,  another  side  to  the  picture.  In  accumulating  thia 
wealth,  farmers  have  probably  as  a  class  denied  themselves  more  than  most 
other  classes  with  like  incomes.  The  institution  of  private  property  in 
land  is  partly  responsible  for  this.  Another  reason  is  that  part  of  the 
results  of  the  farmer's  efforts  embody  themselves  directly  in  additions  to 
capital,  in  increases  in  live  stock,  land  improvements,  and  the  like.  Only 
by  borrowing  against  such  increases  can  many  farmers  spend  freely  for 
consumption.  The  automobile  has,  however,  recently  taught  many  farmers 
how  to  do  this. 

Still  another  reason  for  the  accumulation  is  the  better  utilisation  of  the 
whole  family  which  is  possible  on  a  farm. 

At  first  thought,  there  is  an  apparent  inconsistency  in  Dr.  Gray's  and 
Dr.  Friday's  conclusions.  Dr.  Gray  says  that  the  farmers  would  really 
have  accumulated  very  little  wealth  except  for  the  increase  in  land  values; 
and  Dr.  Friday  concludes  that  farm  incomes  have  increased  about  80  per 
cent  since  1900.  If  their  incomes  have  increased,  why  have  they  not 
accumulated  wealth?  The  answer  is — ^because  they  have  lived  better. 
The  automobile,  for  example,  has  come  to  the  farmer  during  this  period. 
The  other  possible  answer  is  that  Dr.  Gray  has  understated  the  farmers' 
real  accumulation  of  wealth.  The  equipment  of  the  ordinary  farm  in 
buildings,  live  stock,  and  machinery  has  increased  considerably  since  1900. 
In  Minnesota,  for  example,  there  has  been  since  1880  an  increase  of  over 
100  per  cent  in  machinery  per  farm,  of  50  per  cent  in  horses  per  farm,  and 
40  per  cent  in  improved  land,  not  to  mention  cattle,  hogs,  and  sheep. 

Nor,  in  talking  about  the  accumulation  of  wealth,  must  we  forget  the 
steady  stream  of  wealth  that  is  being  carried  from  the  country  to  the  city 
by  retiring  farmers,  by  heirs  now  living  in  the  city,  and  in  the  form  of  cash 
and  share  rents.     The  backfiow  is  a  mere  trickle  compared  with  this. 

It  is  the  fashion  just  now  to  decry  the  condition  of  the  farmers.  This 
makes  it  necessary  to  distinguish  clearly  between  long-time  effects  and  the 
present  emergency.  Dr.  Gray  does  this  very  well,  except  that  he  might 
have  pointed  out  that  the  values  embodied  in  the  average  net  worth  of 
$18,476  have  shrunk  considerably  since  then — ^perhaps  a  fifth.  Dr.  Friday 
should  have  recognized  more  pointedly  the  present  discrepancy  between 
farm  and  wholesale  prices  of  farm  products.  The  Bureau  of  Labor's 
index  number  for  wholesale  prices  of  farm  products  was  146  for  December; 
the  Bureau  of  Agricultural  Economics'  index  for  farm  prices  of  farm 
products  was  112  for  December.  This  much  difference  do  higher  freight 
rates  and  middlemen's  margins  make. 


DO  PRINCIPLES  OF  LARGE-SCALE  PRODUCTION 
APPLY  TO  MERCHANDISING? 

By  L.  D.  H.  Wmj) 
Chicago^  IJUnais 

Economists  have  considered  the  problem  of  large-scale  production 
mainly  in  connection  with  manufacturing  enterprise.  They  have  also 
referred  to  transportation,  mining,  and  agriculture.  They  have 
found  that  there  has  been  a  decided  tendency  toward  larger  and  larger 
production  units  in  the  industrial  field.  They  point  out  that  some 
forms  of  enterprise,  like  custom  tailoring  and  artistic  work,  are  excep- 
tions. Agriculture  is  also  an  exception.  They  tell  us  about  the 
economies  of  large-scale  production,  and  how,  in  many  important 
industries,  the  expense  decreases  as  the  size  of  the  business  unit  in- 
creases. They  also  point  out  modifications,  such  as  the  principle 
of  diminishing  returns  after  a  certain  point  is  reached  in  the  appli- 
cation of  labor  and  capital,  and  how  in  most  industries  there  is  a  most 
efficient  size  unit. 

But  the  application  of  these  principles  to  the  selling  end  of  busi- 
ness, a  field  of  economic  activity  which  includes  millions  of  merchants 
and  investments  of  hundreds  of  millions  of  dollars,  has  had  very  scant 
attention.  This  is  only  one  instance  of  the  neglect  that  this  important 
field  has  suffered  at  the  hands  of  economists. 

Briefly  stated,  the  ^^principles  of  large-scale  production"  are  taken 
to  mean  in  this  paper  merely  the  fact  that  there  is  a  tendency  for  ex- 
penses to  decrease  as  the  size  of  the  industrial  unit  increases.  Do  these 
principles  apply  to  the  selling  process?  This  is  an  important  and 
fundamental  question,  and  one  on  which  there  appears  to  be  some 
difference  of  opinion. 

From  a  priori  reasoning,  one  would  naturally  expect  that  costs 
would  decrease  with  size.  Professor  Taussig  had  to  use  this  method  of 
reasoning  when  he  wrote  his  Principles  of  Economics  because  there 
were  practically  no  data  available.     He  said:* 

Mercantile  operations  themselves^  and  especially  wholesale  operations, 
are  carried  on  more  economically  when  on  a  large  scale.  Expenses  for 
clerk  work^  rentals  of  office  premises^  and  the  like^  which  constitute  the  main 
outlays  of  the  wholesale  dealer^  are  no  greater  for  large  transactions  than 
for  sniall. 

Again,  he  says,  in  speaking  of  the  disposal  of  a  manufacturer's 
output : 

All  the  apparatus  for  drumming  up  custom^ — ^traveling  salesmen,  trade 
catalogues,  and  the  like — ^is  the  more  effective,  and  the  less  costly  per  miit 
of  product,  in  proportion  as  it  operates  on  a  large  scale. 

*Vol.  I,  p.  M. 
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Although  there  is  much  that  is  sound  in  these  ronarks,  Taussig 
would  undoubtedly  have  modified  them  considerably  if  he  had  had  avail- 
able certain  figures  on  operating  costs  that  have  been  collected  since 
he  wrote  his  book.  And  this  leads  to  the  consideration  of  certain  in- 
dications that  operating  costs  are  larger  for  big  wholesalers  and 
retailers  than  for  small  ones.  Department  stores,  for  example,  have 
heavier  operating  costs  than  small  specialty  stores.  Figures  on  vari- 
ous kinds  of  retail  stores  indicate  that  expenses  are  higher  for  large 
stores  than  for  small  ones.  Most  of  the  wholesale  figures  that  are 
available  indicate  higher  expenses  for  large  houses  than  for  small 
ones.  In  fact,  Nystrom,  one  of  our  leading  authorities,  said  in  his 
Economics  of  Retailing*  written  in  1916 : 

Retailing  is  different  from  most  other  businesses  in  this  respect,  that  the  small 
store  can  usually  be  conducted  at  a  lower  cost  than  a  larger  store.  Unless  other 
advantages,  such  as  in  buying  or  in  advertising,  may  be.  gained  to  offset  the  increas- 
ing expense  of  the  large  establishment,  there  is  nothing  to  be  gained  by  increasing 
tlie  business  of  a  store  oeyond  a  certain  point  tliat  keeps  a  small  institution  busy. 

When  Nystrom  wrote  this  he  commented  on  the  serious  lack  of 

data  on  retail  expenses,  and  if  he  were  to  rewrite  this  part  of  his 

book  today,  he  also  would  undoubtedly  introduce  many  modifying 

statements.     But  Clark,  in  his  excellent  book,  Principlei  of  Market^ 

ing,   published   in   1922,   although   he   refers   to   the  advantages    of 

large-scale  retailing,  and  suggests  the  possibility  of  lower  operating 

costs  if  there  were  fewer  stores,  each  with  a  larger  volume  of  business,* 

also  says: 

Again,  it  is  not  at  all  evident  that  large-scale  retailing  is  more  efficient  in  so  far 
as  the  costs  of  operation  are  concerned.  In  fact,  the  costs  of  sellinff  in  department 
stores  and  large  stores  generally,  with  the  possible  exception  of  chain  stores,  are 
thought  to  be  greater  than  the  costs  of  small  competing  stores  when  efficiently 
operated. 

Furthermore,  recent  data  that  have  become  available  emphasize 
the  complexity  of  the  problem.  Retail  operating  costs  in  some  trades 
show  a  tendency  to  decline  as  volume  increases  from  small  stores  to 
medium-sized  stores,  and  then  to  increase  for  very  large  stores.  There 
seems  to  be  a  tendency  toward  rising  costs  for  bigger  stores  in  some 
retail  trades,  as,  for  example,  in  men's  clothing  stores;  and  a  ten- 
dency toward  lowering  costs  in  other  trades,  as,  for  example,  those 
shown  by  the  Department  of  Agriculture  study  of  the  retail  meat 
trade.  The  A.  W.  Shaw  Company  for  1917  showed  higher  costs  for 
the  larger  houses  in  four  wholesale  trades,  including  groceries,  whereas 
the  Harvard  Bulletins  on  wholesale  groceries  show  a  slight  tendency 
toward  decreasing  costs  for  1920,  and  a  slight  tendency  in  the 
opposite  direction  for  1921. 

The  writer  fears  that  by  this  statement  of  the  complexities  of  the 

«P.  884. 
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problem  he  is  placing  himself  in  the  position  of  the  dramatist  who 
concocts  an  absorbing  plot,  replete  with  complicated  and  unusual 
situations,  but  who  allows  the  play  to  fall  flat  in  the  last  act  because 
of  his  inability  to  unravel  the  situation  with  a  logical  and  satisfactory 
denouement.  As  a  matter  of  fact,  there  are  not  enough  reliable  data 
at  hand  to  come  to  a  final  solution  on  this  question.  On  the  other 
hand,  the  writer  will  hazard  conclusions  on  some  points,  which  he 
thinks  will  stand,  whereas  on  other  points  he  will  utter  more  or  less 
tentative  conclusions,  hoping  that  other  students  will  continue  re- 
search work  on  this  subject. 

First,  let  us  limit  our  problem  by  confining  it  to  a  comparison  of 
operating  costs  in  different  units  of  a  given  trade  and  system  of 
marketing.  This  eliminates  all  consideration  of  the  merits  of  chain 
stores  and  mail-order  houses  as  compared  with  the  ordinary  type  of 
merchandising  through  individual  stores.  It  also  eliminates  com- 
parison of  department  stores  with  individual  shoe  stores,  grocery 
stores,  etc.  Likewise,. large  cooperative  marketing  organizations  will 
not  be  compared  with  individually  owned  marketing  agencies.  In 
other  words,  the  question  we  shall  consider  is  whether,  in  any  given 
trade  or  type  of  merchandising,  there  is  a  tendency  for  costs  to  de- 
crease as  the  volume  of  business  increases. 

Now  let  us  examine  some  of  the  figures  on  retail  stores  and  see 
what  we  can  make  of  them.  The  cost  of  doing  business  is  expressed 
as  a  percentage  of  net  sales. 

Sales  Cost  of  Doing  Business 

Department  Stores  IQfSl* 
Less  than  $  250,000  26.6  ^^■■■■■I^^H^BHH^h 

$  250,000  to  500,000  27.6  ■■^^^^^^■■■■■■^ 

500,000  to         1,000,000        28.3  mmmmm^a^mmmm^mmi^ 
1,000,000  to        2,500,000        28 . 7  m^t^mmmmamm^^^m^m 

More  than  2,500,000  28 . 5  ■^■■■^^■■■■^■■■■l 


Retail  Jewelry  Stores  IQSO  and  19St* 
1990 
Less  than  f     25,000  34.1 


t     25,000  to  50,000  32.6] 

50,000  to  100,000  30.1 

More  than  100,000  32 . 8  i 


1921 
Less  than  $     20,000  47.1  ■■ 

t    20,000  to  50,000  41.6  ■■■ 

More  than  50,000  40. 6  ■■ 


Retail  Shoe  Stores  1920* 
Less  than  $     30,000  25 . 0  ■■■■■■■ 

$     30,000 to  50,000  24.3  i^m^^^M 

50,000  to  100,000  23 . 5  ■■^^■■H 

100,000  to  250,000        26 . 6  mm^^mmm 

More  than  250,000  29 . 6  ■■■■■^H 
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Sales 


Les8than 
$  20,000  to 
50,000  to 
More  than 


Lesathan 
t  25,000to 
50,000  to 
100,000  to 
More  than 


I  than 
I  40,000  to 
80,000  to 
More  than 


t  20,000 

50,000 

100,000 

100,000 


$25,000 

50,000 

100,000 

200,000 

200,000 


t  40,000 

80,000 

180,000 

180,000 


Cost  of  Doing  Business 
Retail  Groceries  19 19^ 
(Madison,  Wis.) 

14.6  m^mm^mmm^m 

10.6  I 
9.8  1 
13.1 

Retail  Meat  Stores  19W 
18.11  M^^^Hl 


17.41  I 
15.33] 
15.55] 
14.47  I 


RetaU  Clothing  Stores  1919' 
19.00  ■■■■■■^H 
18.12  ■^■■■^IH 
20.52  HHi^iiHHH 
24.03  HBI^^HHH 


The  moat  striking  features  of  these  figures  are  as  follows: 

1.  Department  stores  show  practically  a  continuous  increase  in 
expense  as  the  size  of  store  increases. 

2.  All  classes  of  stores  except  department  stores  show  an  un- 
mistakable decrease  in  expense  as  the  size  increases  from  very  small 
stores  to  medium  sized  stores. 

8.  ML  classes  of  stores  except  meat  shops  show  a  definite  increase 
in  expense  for  very  large  stores,  as  compared  with  medium  sized 
stores.  The  turning  point  from  decreasing  expense  to  increasing  ex- 
pense appears  to  be  when  sales  exceed  $100,000  a  year.  For  cloth- 
ing stores  the  turning  point  is  reached  in  a  smaller  size  group. 

4.  In  only  one  trade,  the  retail  meat  trade,  do  expenses  decrease 
without  interruption  as  the  size  increases. 

What  conclusions  may  be  drawn  from  these  facts? 

First,  it  seems  safe  to  conclude  that  in  ordinary  retail  stores  there 
is  a  marked  tendency  for  expenses  to  decrease  as  we  advance  from  small 
stores  to  medium-sized  stores,  but  that  a  point  is  soon  reached  where 
the  expense  begins  to  increase  with  the  size  of  the  store.  This  is  in 
keeping  with  the  general  idea  about  large-scale  production,  namely, 
that  after  a  certain  size  is  reached  unit  expenses  increase  rather  than 
decrease.  But  there  is  one  important  question  to  ask  in  this  case: 
Are  we  sure  that  the  higher  operating  cost  in  the  largest  stores  is 
due  to  size  alone?  May  it  not  be  due  to  a  different  kind  of  service 
rendered? 

To  throw  light  on  this,  we  must  examine  itemized  expenses  for  differ- 
ent sized  groups.  This  is  not  so  easy  to  do,  because  there  is  a  lack  of 
data.     But  some  generalizations  can  be  made. 

•Macklin  and  McKaU,  ''What  the  Retailer  Does  With  the  Consumer's  Dollar." 
•Preliminary  Report  of  the  U.  S.  Department  of  Agriculture. 
'Northwestern  University  figures. 
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For  example,  it  appears  that  in  retail  shoe,  jewelry,  grocery,  and 
meat  stores,  the  expense  for  wages  and  salaries  per  $100  of  sales  tends 
to  decrease  for  larger  stores.  In  clothing  stores  and  department 
stores,  it  tends  to  increase.  In  those  trades  for  which  there  are  fig- 
ures, advertising  expenses  increase  with  the  size  of  the  store.  So 
do  delivery  expenses,  and  supplies,  such  as  boxes  and  wrapping  paper, 
although  only  a  few  figures  on  this  item  are  available.  Buying,  man- 
agement, and  office  salary  expenses  also  tend  to  increase.  Rent  and 
interest  both  tend  to  decrease,  except  that  in  some  trades  rents  for 
the  very  large-size  groups  show  an  increase. 

These  facts,  together  with  others  brought  out  below,  suggest  that 
the  higher  cost  of  doing  business  in  large  retail  stores  is  due  in  large 
part  to  superior  service,  in  the  form  of  better  salesmen,  better  sdec- 
tion  of  merchandise,  better  wrapping  and  packing,  more  attractive 
and  convenient  locations,  better  and  more  extensive  delivery,  greater 
Uberality  in  the  way  of  returns  and  allowances,  etc.  Closer  exam- 
ination of  the  available  data  seems  to  bear  this  out. 

In  the  first  place,  consider  the  clothing  trade,  on  which  we  have 
far  more  complete  data  than  on  any  other  trade,  thanks  to  the  North- 
western University  Bureau  of  Business  Research.  Expenses  and  other 
items  that  increase  with  the  size  of  the  store  are  as  follows:  average 
price  of  suits  sold ;  charge  sales ;  value  of  outstanding  accounts ;  value 
of  returned  goods ;  general  expense  (which  includes  many  itons  such  as 
delivery,  office  supplies,  wrappings  and  containers,  allowances,  eleva- 
tor expense,  etc.);  advertising;  rate  of  stock  turnover;  and  gross 
trading  profit.  Average  sales  per  full-time  salesperson  also  increase, 
but  so  do  wages  and  salaries,  indicating  that  perhaps  a  higher  class 
of  personnel  is  onployed.  Some  items  that  decrease  with  size  are 
rent,  cost  of  merchandise,  inventories,  and  net  profit  (considered  in 
terms  of  sales). 

It  will  be  observed  that  many  of  the  itons  that  show  increases  for 
the  larger  store  groups  have  to  do  with  service.  Analysis  of  the 
Harvard  department  store  figures  suggests  the  same  thing.  On  the 
other  hand,  the  figures  on  retail  meat  shops,  where  there  is  no  marked 
increase  in  quality  of  service  in  large  stores,  show  a  continuous  de- 
crease in  expense  as  we  pass  from  smaller  to  larger  stores. 

Support  is  also  gained  from  the  Harvard  figures  on  retail  shoe 
stores,*  where  expenses  are  given  for  three  groups  of  stores — ^those 
handling  low-priced,  medium-priced,  and  high-priced  shoes.  The  cost 
of  doing  business  for  stores  handling  high-priced  shoes  is  nearly  8 
per  cent  of  sales  higher  than  for  the  other  two  groups.  It  also  ap- 
pears that  these  three  groups  comprise  groups  of  different  size.  The 
common  figures  for  volume  in. stores  handliiut  low-pric#d  shoes  were 
Prabkms  In  Bstoll  ihos  8tons« 
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$20,000  a  year;  in  stores  handling  medium-priced  shoes,  $80,000  a 
year;  and  in  high-priced  shoe  stores  the  volume  ranged  from  $175,000 
to  $600,000  a  year.  One  might  infer  that  the  higher  operating  cost 
in  the  high"*grade  shoe  shops  was  due  to  volume;  but  there  is  sudi  a 
pronounced  increase  in  salaries  of  sales  force,  buying  expense^  de- 
livery expense,  and  losses  from  bad  debts,  that  one  is  forced  to  conclude 
that  the  higher  cost  of  operating  the  large,  high-grade  shoe  store  is 
due  to  higher-grade  salesmen,  who  spend  more  time  on  each  cus- 
tomer, better  selection  of  stock,  and  more  elaborate  service  in  generaL 
One  only  needs  to  call  to  mind  some  of  the  high-grade,  high-priced 
shoe  stores  in  our  large  cities  to  realize  that  this  explanation  is 
plausible. 

It  appears,  therefore,  that  the  stores  in  different  sized  groups  are 
not  necessarily  comparable  with  each  other  at  alL  It  is  surely  impos- 
siUe  to  compare  a  small,  ordinary  neighborhood  store  with  a  large 
store  giving  elaborate  service,  and  conclude  that  the  higher  cost  of 
doing  business  in  the  large  store  is  due  to  its  size.  These  facts  point 
to  the  conclusion  that  the  principle  of  decreasing  costs  applies  to  re- 
tail merchandising  to  a  much  greater  extent  than  our  first  examination 
of  costs  by  size  groups  seemed  to  indicate.  In  fact,  it  is  probably 
safe  to  say  that  of  two  stores  in  similar  locations,  carrying  the  same 
variety  of  stock,  giving  the  same  quality  of  service,  and  delivering 
over  the  same  area,  the  store  having  the  larger  volume  of  business 
will  have  the  lower  operating  cost.  This  is  borne  out  by  a  statement 
obtained  from  a  chain-store  company  to  the  effect  that  the  operating 
cost  for  stores  within  the  system  decreases  as  volume  increases. 

Figures  on  operating  costs,  expressed  as  a  percentage  of  sales,  fail 
to  throw  light  on  one  important  advantage  that  a  large  store  may 
have  over  a  small  one,  namely,  its  ability  to  buy  merchandise  at  lower 
prices.  It  is  difficult  to  get  a  statistical  measure  of  this  advantage, 
although  the  Northwestern  study  on  retail  dothing  stores  shows 
deflnitdy  that  there  is  a  decrease  in  the  cost  of  merchandise  for  laige 
rtores  as  compared  with  small  stores.  The  Harvard  figures  on  de- 
partment stores  and  the  Northwestern  figures  on  clothing  stores  both 
show  a  substantial  widening  of  the  gross  margin  between  purchase 
price  and  selling  price  for  large  stores  as  compared  with  small  ones, 
indicating  that  they  either  sell  at  higher  prices  or  buy  at  lower  prices 
than  small  stores.  There  is  no  doubt  but  that  this  wider  margin  is 
due  in  part,  if  not  almost  wholly,  to  lower  buying  prices.  There 
are  also  figures  which  show  that  the  large  stores  take  cash  discounts 
more  frequently  than  small  stores.  At  any  rat^  the  faet  tiui^t  large 
stores  can  buy  at  lower  prices  than  small  stores  indicates  that  the 
principles  of  large-scale  produetibn  apply  to  merohandiniig  nore 
than  analysis  of  ^gures  on  operating  costs  would  ladicfcitei 
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But  it  must  not  be  inferred  from  what  has  been  said  that  the  higher 
cost  of  doing  business  in  large  stores  is  due  entirely  to  more  elaborate 
service.  The  increase  in  advertising  expense,  as  well  as  the  increase 
in  buying,  management,  and  office  salary  expense,  suggests  that  there 
is  something  inherent  in  mere  size  which  results  in  heavy  expenses. 
It  must  be  remembered  that  on  the  whole  the  retail  business  is  one  of 
relatively  small  units,  and  that  it  must  always  remain  so  because 
most  stores  must  be  located  within  convenient  reach  of  customers. 
This  means  that  if  a  retail  store  is  to  increase  its  volume  it  must 
do  something  to  attract  trade  from  a  wider  area,  or  procure  a  site 
in  the  heart  of  a  city,  where  prospective  customers  in  large  numbers 
are  available.  Even  in  such  a  location  more  or  less  advertising  is 
necessary,  but  this  tends  to  decrease  other  selling  expenses,  and  to 
increase  the  average  sales  per  salesperson.  It  also  appears  that 
in  conducting  such  a  store  a  higher  quality  of  managerial  ability  is 
necessary.  Furthermore,  when  a  business  becomes  large  enough  to 
require  departmentization,  more  expense  must  be  incurred  for  super- 
vision, and  there  is  probably  greater  difficulty  in  maintaining  effi- 
ciency among  the  employees. 

The  head  of  a  well-known  department  store  says  on  this  point: 
*^In  the  large  store  the  heads  of  the  business  are  so  far  removed  from 
the  actual  operations  in  most  instances  that  it  is  necessary  for  them 
to  employ  supervision  for  the  different  branches  of  the  work,  and  then 
supervision  of  the  supervision,  and  so  on  in  a  long  chain  of  responsi- 
bility." He  says  that  this  not  only  adds  greatly  to  the  cost  of  doing 
business,  but  that  efficiency  of  subordinates  is  more  difficult  to  main- 
tain, because  they  naturally  do  not  have  a  vital  personal  interest  in 
the  success  of  the  business.  He  believes  that  the  principal  advan- 
tage of  the  large  department  store  is  its  ability  to  purchase  mer- 
chandise at  lower  prices  than  the  small  store. 

It  must  also  be  remembered  that  superior  service  is  in  many  cases 
a  necessary  concomitant  of  volume.  In  other  words,  in  order  to  get 
volume,  it  is  necessary  to  give  more  elaborate  service.  This  is  not 
always  true,  as  is  indicated  by  the  success  of  many  large  department 
stores  and  food  shops,  which  do  not  go  in  for  elaborate  service.  But 
the  giving  of  such  service  is  one  way  of  attracting  customers  and  has 
been  one  reason  for  the  growth  of  many  of  our  leading  department 
stores. 

These  considerations,  therefore,  modify  our  conclusions  up  to  this 
point.  We  have  seen  that  within  certain  limits  there  is  a  definite 
tendency  for  operating  costs  to  decrease  as  the  size  of  the  retail  unit 
increases,  and  that  the  tendency  for  operating  expenses  to  increase 
in  very  large  stores  is  due  in  part  to  rendering  of  superior  service. 
Large  stores  also  have  an  advantage  in  purchasing.     There  is  a  point. 
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however,  beyond  which  a  retail  store  cannot  go  without  incurring  addi- 
tional expenses  in  order  to  attract  customers  and  to  provide  proper 
management  and  supervision  in  a  departmentized  business.  The 
point  where  overhead  costs  begin  to  increase  with  the  size  of  the  store 
is  apparently  reached  in  rdatively  much  smaller  units  in  retail  trade 
than  in  most  manufacturing  industries.  It  may  pay  a  retail  store 
to  go  considerably  beyond  this  point  because  it  has  an  advantage 
in  lower  buying  costs,  and  large  stores  invariably  have  a  more  rapid 
rate  of  turnover  than  small  stores.  Even  though  their  net  profit  per 
sale  may  be  small  their  return  on  capital  investment  may  be  fully  as 
large  if  not  larger.' 

In  the  wholesale  trades  the  principal  figures  available  are  as  follows : 

Sales  Cost  of  Doing  Business 

Wholesale  Hardware  1917^ 
Less  than  $     500,000  17.8  ^■■■■■■■^■■■■i 

$  500,000 to         1,000,000       19.2  mmmmammmmmammmm 
More  than  1,000,000       £3 . 5  wK^immmmmmm^^a^amKm 


WhOesaU  Clothing  1917^ 

t  500,000  to         1,000,000       16.1  ^aammmmmm 

Less  than  1,000,000  17 . 8  wamtm^K^ 

Electrical  Goods  1917^ 
More  than  $    500,000  17.0  ■■■^■■■i 

t   500,000  to  1,000,000  18.1  ■■■■■■^ 

Wholesale  Groceries  1917^^ 
Less  than  t    500,000  7.2; 

t   500,000  to  1,000,000  9.0 

More  than  1,000,000  10.3 

WholesaU  Grocers  192C^  and  1921^ 
1920 
Less  than  $   500,000  9.5  [ 

$   500,000  to  1,000,000  8.9 

1,000,000  to  1.600,000  8.6! 

1,500,000  to  2,000,000  8. 6  | 

More  than  2,000,000  9.3  | 

1921 

Less  than  $    500,000  11.1 

$   500,000  to  1,000,000  11.4  i 

1,000,000  to  1,500,000  11.8 

1,500,000  to  2.000,000  11.8 

More  than  2.000.000  11.8 

WholesaU  Shoes  1919^ 
(Percentages  based  on  cost  of  merchandise) 
Less  than  $    100,000  16.4  ■■■■■■■^■■■■^ 

$  100.000  to  500.000  19.5  ■■■■■^^^■■■■^ 

500.000  to  1,000,000  16. 5  ■■^■■■■■■■■■^ 

More  than  1,000.000  13.2  ^■■■■■■^■B 

'Professor  Converse  points  out  that  the  cost  of  operating  a  retail  store  increases 
with  the  size  of  the  dfy  in  which  the  store  is  located.  Since  many  of  the  largest 
stores  are  located  in  big  cities,  thdr  higher  operating  expenses  may  therefore  be 
due  in  part  to  tlieir  locations  in  such  cities,  rather  than  to  the  mere  fact  that  they 
are  large  stores.  This  suggests  that  a  cox9.plete  study  of  this  problem  should  indude 
an  examination  of  operating  cost  of  different  sised  stores  in  dties  of  uniform  siae. 

^A.  W.  Shaw  figures  taken  from  **How  to  Run  a  Wholesale  Business  at  a  Profit" 

^Harvard  Bulletin  No.  26. 

^Harvard  Bulletin  No.  80. 

"Federal  Trada  Commission  Report  on  Shoe  and  Leather  Costs  and  Pitee^  p.  Ui. 


Large-Scale  Production  and  Merchandinng  108 

It  will  be  seen  at  once  that  the  figures  are  scant  and  to  a  certain 
extent  contradictory.  They  are  also  for  years  that  were  more  or  less 
abnormal.  All  of  the  A.  W.  Shaw  figures,  which  are  for  the  war  year 
1917,  show  larger  expenses  for  larger  houses.  The  Harvard  figures 
for  wholesale  groceries  show  smaller  costs  for  larger  houses  in  1920, 
except  for  the  very  largest  houses,  but  progressively  higher  costs  for 
larger  houses  in  1921.  The  Harvard  Bureau  explains  that  this  may 
be  due  to  the  fact  that  smaller  houses  were  able  ^^to  readjust  their 
expenses  somewhat  more  rapidly"  to  slimiping  business  conditions  than 
large  ones  with  more  elaborate  organizations. 

It  is  probably  safe  to  draw  certain  conclusions  from  these  figures, 
however.  In  the  first  place,  there  is  no  such  marked  tendency  as  there 
is  among  retail  stores  for  expenses  to  decrease  for  medium-sized 
houses  and  then  to  increase  for  very  large  houses,  although  the  Har- 
vard figures  for  wholesale  grocers  show  this  tendency  for  1920.  It  is 
also  safe  to  conclude  that  the  large  houses  have  higher  expenses  than 
small  houses,  to  a  more  marked  degree  than  in  the  retail  trade.  The 
Federal  Trade  Commission's  figures  on  shoes  are  the  only  exception, 
but  the  small  number  of  establishments  covered  in  this  study,  and  the 
unusual  method  of  expressing  expenses  as  a  percentage  of  merchan- 
dise cost,  make  one  wary  of  these  figures. 

Why  do  large  wholesale  houses  have  higher  operating  costs  than 
small  houses?  The  answer  appears  to  be  similar  to  the  answer  given 
above  with  regard  to  retailers,  but  with  a  shifting  of  emphasis.  More 
elaborate  service  and  greater  variety  of  goods  probably  account  for 
it  in  part.  Some  of  the  larger  wholesale  grocers,  for  example,  brand 
their  goods,  pack  olives,  mix  flour,  grind  spices,  and  roast  coffee, 
so  that  they  have  taken  on  manufacturing  operations,  which  naturally 
increase  their  expenses. 

But  the  more  important  reason  is  probably  to  be  found  in  the  extra 
effort  that  a  large  wholesale  house  must  exert  in  order  to  increase 
volume.  A  wholesale  house  is  different  from  a  retail  house,  in  that 
it  gets  its  business  largely  by  sending  out  traveling  salesmen.  The 
larger  houses  cover  the  wider  territories.  Sending  salesmen  to  dis- 
tant localities  increases  traveling  expenses,  requires  careful  packing, 
and  means  more  expense  for  administration  and  supervision.  At 
least,  the  itemized  expenses  for  four  trades,  as  published  by  the  A. 
W.  Shaw  Company,  bear  out  this  statement. 

The  importance  of  greater  administrative  expenses  for  large  whole- 
sale houses  is  brought  out  by  a  leading  authority  on  wholesaling,  who 
says  that  when  a  wholesale  house  does  a  business  of  over  a  million  or 
a  million  and  a  half,  it  can  not  be  operated  successfully  under  individ- 
ual management,  and  that  departmentization  becomes  necessary,  and 
that  this  carries  added  expense  all  along  the  line,  in  order  to  main- 
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tain  volume.  He  also  says  that  when  a  jobbing  house  goes  outside 
of  territory  directly  tributary  to  its  location,  it  does  so  at  a  sacrifice 
of  profit,  and  at  a  greater  selling  cost.  This  explains  why  there  are 
so  few  national  distributors  among  wholesalers.  Those  that  do  dis- 
tribute over  an  extensive  area  usually  handle  quality  goods  primarily, 
have  their  own  brands,  and  to  a  large  extent  perform  manufacturing 
functions. 

An  increase  in  expenses  as  the  size  of  a  jobbing  business  grows  does 
not  necessarily  mean  a  smaller  net  profit.  In  addition  to  savings 
through  lower  purchase  prices,  there  is  the  possibility  of  specializing 
on  goods  that  carry  wide  margins.  Another  authority  on  whole- 
saling relates  his  experience.  He  managed  ai  !wholesale  hardware 
house  for  ten  years,  and  during  that  period  the  sales  increased  from 
$1,600,000  to  $12,000,000.  The  cost  of  doing  business  increased,  but 
the  profits  of  the  company  also  increased.  This  was  accomplished  by 
getting  the  salesmen  to  concentrate  their  efforts  on  sporting  goods, 
fishing  tackle,  etc.,  which  carried  good  margins,  instead  of  on  nails, 
wire,  etc.,  which  are  staple  goods  with  small  margins.  Salesmen  were 
taught  to  carry  and  display  samples,  and  specialty  salesmen  were 
also  sent  out,  carrying  trunks  of  samples.  Compensation  of  sales- 
men depended  on  the  profits  made  from  their  sales,  and  they  were 
rewarded  liberally  for  brilliant  work.  The  system  naturally  resulted 
in  greater  expenses,  because  the  character  of  the  business  was  changed, 
but  it  also  resulted  in  increased  volume  and  in  greater  profits. 

From  the  foregoing  facts  we  may  conclude  that  the  principles  of 
large-scale  production  do  not  apply  so  definitely  to  wholesaling  as  to 
retailing.  An  increase  of  volume  means  the  covering  of  a  wider  area, 
and  greater  departmentization  and  supervision.  It  is  undoubtedly 
true,  however,  that  of  two  wholesale  houses  carrying  the  same  variety 
of  goods,  covering  the  same  territory  with  salesmen,  and  in  every  other 
respect  giving  the  same  quality  of  service,  the  larger  house  will  have 
the  lower  operating  cost.  But  probably  even  this  is  true  only  to 
a  certain  point,  when  intensive  cultivation  of  a  given  sales  territory 
may  cause  a  rise  in  costs  greater  in  proportion  than  the  increase  in 
sales.  In  other  words,  the  law  of  diminishing  returns  becomes  opera- 
tive. 

Having  in  mind  the  data  on  both  wholesaling  and  retailing,  it  is 
probably  safe  to  conclude  at  this  point  that  although  the  principle  of 
large-scale  production  applies  to  merchandising,  it  does  not  apply 
in  the  same  degree  as  it  does  to  most  kinds  of  manufacturing.  This  is 
not  hard  to  believe  when  we  consider  the  principal  economies  that  result 
from  large-scale  production  in  manufacturing.  These  are  better  and 
more  extensive  use  of  machinery,  division  of  labor,  better  buying,  and 
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utilization  of  by-products.  A  large  mercantile  house  can  economize 
through  better  buying,  and  to  a  certain  extent  through  division  of 
labor,  but  the  use  of  automatic  machinery  is  extremely  limited,  and 
there  are  no  by-products  to  utilize.  Marketing  necessarily  involves 
a  large  amount  of  personal  service  and  personal  contact  that  cannot 
be  reduced  to  machine  operations.  The  economies  claimed  for  large- 
scale  production,  therefore,  do  not  apply  in  full  to  the  merchandising 
process. 

A  complete  study  of  this  problem  would  also  cover  the  selling 
activities  of  manufacturers,  but  there  are  practically  no  data  on  this 
subject.  It  seems  reasonable  to  suppose  that  when  a  manufacturer 
sells  through  his  own  regional  sales  houses,  those  having  the  larger 
volume  of  business  would  also  have  the  lower  unit  selling  costs.  In 
fact,  it  is  only  when  a  manufacturer  can  sell  a  sufficient  volume  in 
any  one  part  of  the  country  that  it  becomes  possible  for  him  to 
establish  a  branch  selling  house.  This  general  principle  is  borne  out 
by  figures  taken  from  the  books  of  Swift  &  Company  showing  the  cost 
per  hundred  pounds  for  branch  houses  in  different  sized  groups.  The 
average  for  all  houses  considered  is  called  100,  and  the  average  for 
each  group  is  expressed  as  an  index  number.  There  are  ten  branch 
houses  in  the  group  of  each  different  size,  selected  at  rand(Mn^  except 
that  care  has  been  taken  to  have  them  comparable  in  the  matter  of 
functions  performed.     The  figures  are  as  follows: 

Average  Pounds  Index  Number 

Per  Week  of  Expense 

26,000-50,000 121 

60,000-76,000 108 

76,000-100,000 99 

Over  100,000 94 

These  branch  houses  are  engaged  in  wholesale  selling,  and  the  fact 
that  costs  decrease  with  volume  bears  out  the  conclusion  expressed 
before,  that  when  two  wholesale  houses  cover  the  same  territory  and 
give  similar  service,  the  larger  will  have  the  smaller  expense. 

It  is  more  or  less  obvious  that  the  operating  expenses  of  an  in- 
dividual store  would  increase  and  decrease  from  month  to  month  ac- 
cording to  volume  of  business  done.  To  verify  this  fact,  however, 
figures  have  been  obtained  from  a  well-known  department  store  showing 
the  cost  of  doing  business  for  each  month. 

The  monthly  cost  is  expressed  as  an  index  number  of  the  average 
cost  for  the  whole  year,  which  is  called  100,  and  the  percentage  of  total 
volume  done  each  month  is  also  shown.     The  figures  are  as  follows : 
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Month  Per  Cent  of  Year's  Sales  Index  No, 

January 7. 1 113.9 

February 6.0 138.0 

Maich 7.9 102.7 

April 10.0 84.2 

May 9.2 92.3 

June 9.1 92.7 

July 6.0 131.0 

August 6.6 131.3 

September 6.8 114.6 

October. 9.3 85.3 

November 9. 1 94.6 

December 12.9 73.6 

There  are  very  few  figures  on  costs  of  marketing  farm  products 
which  show  the  relation  between  volume  and  expenses.  Figures  ob- 
tained from  farmers'  elevators  in  Minnesota  before  the  war,"^  however, 
show  that  the  cost  of  handling  grain  decreased  from  2.6  cents  per 
bushel  for  very  small  houses  to  only  a  little  over  a  cent  for  the  very 
large  houses.  The  tendency  toward  decreasing  costs  was  very  marked. 
Very  likely  the  same  would  be  true  of  potato  warehouses,  tobacco  ware- 
houses, and  the  like.  Also,  it  is  generally  assumed  that  conunission 
firms  in  the  grain  and  live-stock  trades,  which  handle  large  volumes  of 
consignments,  have  lower  unit  operating  costs  than  small  houses. 

These  scattered  instances  suggest  two  very  important  considera- 
tions that  have  a  bearing  on  this  general  problem. 

The  first  is  that  there  is  apparently  a  more  pronounced  diminution 
of  costs  for  larger  volume  in  marketing  agencies  which  handle  only 
one  or  a  small  number  of  commodities  in  bulk.  This  means  a  better 
utilization  of  the  physical  facilities  and  of  the  time  of  the  personnel 
of  the  organization.  A  grain  warehouse  is  akin  to  a  manufacturing 
plant  in  these  respects. 

It  also  looks  as  though  expenses  decrease  faster  with  volume  for 
a  marketing  agency  which  does  not  have  to  send  out  salesmen  to  soli- 
cit trade.  A  country  elevator,  for  example,  merely  ships  grain  in  car 
lots  to  one  or  two  commission  men  in  distant  markets.  Practically 
no  expense  is  involved  in  finding  a  buyer,  and  it  makes  little  diiference 
how  far  away  the  ultimate  market  may  be.  Compare  this  with  a  re- 
tail store  which  has  to  rely  on  customers  coming  to  the  store,  or  with 
a  wholesale  house  which  has  to  pay  the  expenses  of  salesmen  to  go 
out  and  drum  up  trade.  Grain  and  live-stock  commission  houses  also 
have  this  advantage  in  that  their  goods  are  sold  in  a  restricted  and 
organized  market  place  by  relatively  few  salesmen. 
''Weld,  The  Mmrketimg  of  Farm  Products,  p.  88. 
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Conclusions 

Although  this  does  not  pretend  to  be  a  complete  study  of  the  prob- 
lem, owing  principally  to  lack  of  adequate  data,  it  may  be  safe  to 
hazard  the  following  conclusions : 

1.  The  principle  of  decreasing  costs  does  apply  to  merchandising, 
but  not  to  the  same  extent  as  to  most  kinds  of  manufacturing. 

2.  In  the  retail  and  wholesale  trades,  points  are  soon  reached  both 
in  the  intensive  cultivation  of  territory  already  covered  and  in  the 
extensive  cultivation  of  additional  territory,  where  costs  begin  to  rise. 

3.  The  advantages  of  large-scale  merchandising  are  greater  than 
figures  on  operating  costs  seem  to  indicate,  because  these  figures  do 
not  measure  the  better  purchasing  power  of  large  companies,  nor  the 
greater  profit  on  capital  that  may  result  from  more  rapid  stock-turn. 

4.  The  higher  operating  costs  of  large  stores  are  due  in  great 
part  to  more  elaborate  service  performed ;  but  this  more  elaborate  ser- 
vice in  many  cases  may  be  a  necessary  accompaniment  of  size. 

5.  The  available  data  seem  to  indicate  that  the  principle  of  de- 
creasing costs  does  not  apply  as  much  to  wholesaling  as  to  retailing. 

6.  The  principle  of  decreasing  costs  applies  to  different  market- 
ing agencies  in  varying  degree,  depending  on  number  of  commodities 
handled ;  whether  they  are  handled  in  bulk ;  whether  volume  can  be  in- 
creased substantially  without  increasing  plant  or  personnel;  whether 
salesmen  have  to  be  used;  and  whether  salesmen  can  sell  on  the  pre- 
mises (as  in  a  retail  store)  or  whether  they  have  to  travel  in  search 
of  buyers  (as  in  a  wholesale  house). 
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I.     The  Baeit  of  the  Problem. 

We  live  today  under  the  benign  auspices  of  an  Administration 
whose  slogan  is  ''less  government  in  business."  Unfortunately,  the 
precise  meaning  of  that  phrase  is  even  less  clear  now  than  it  was  two 
years  ago,  before  that  Administration  had  conmiitted  itself  to  the 
Packer  and  Stockyards  Control  Act,  the  Grain  Exchange  Act,  and 
several  special  government  credit  enterprises;  before  it  had  used  its 
influence  without  stint,  though  thus  far  without  success,  in  behalf  of 
a  shipping  subsidy  and  had  fostered  a  whole  brood  of  virtual  sub- 
sidies under  the  broad  wings  of  the  present  tariff  law.  The  Norris 
Bill,  now  pending,  will  if  enacted  exceed  all  previous  conceptions  of 
the  proper  field  of  government  participation  directly  in  business  activi- 
ties. It  is  by  no  means  certain  that  it  will  pass,  and  even  less  proba- 
ble that  the  Administration  will  enter  any  very  strident  claims  of 
paternity  if  it  does.  But,  whatever  its  fate,  it  may  be  taken  as  the 
clearest  expression  of  the  politico-economic  philosophy  of  that  wing 
of  our  citizenship  which  believes  that  it  is  a  function  of  government 
to  guarantee  economic  prosperity  to  her  citizens  and  to  enter  the  field 
of  active  business  as  the  means  of  bringing  it  about. 

At  the  opposite  pole  stand  the  disciples  of  that  school  of  political 
science  which  declares  ''that  government  best  which  governs  least." 
Speaking  as  we  are  only  for  the  economic  side  of  the  problem,  it  would 
seem  axiomatic  that  that  government  is  best  which  with  the  least 
cumbersome,  least  costly,  least  meddlesome,  and  lightest  running  ma- 
chinery succeeds  in  performing  efficiently  for  its  people  those  societal 
functions  which  they  can  perform  only  imperfectly  or  not  at  all 
for  themselves,  and  yet  leaves  them  the  largest  practicable  freedom 
to  carry  on  their  private  business  ventures.  The  school  of  Idsiex 
faire  expounds  an  economic  argument  in  favor  of  non-interference,  an 
argument  which  is  still  sound  if  the  proper  field  of  its  application  be 
intelligently  drawn.  Government  is  not  to  be  commended  for  the 
paucity  nor  blamed  for  the  multiplicity  of  its  participations  in  our 
affairs,  business  or  other.  Each  such  activity,  however,  needs  to 
justify  itself  upon  the  grounds  of  serviceability  and  upon  its  being  a 
natural  outgrowth  from  the  needs  of  our  developing  economic  struc- 
ture. 

The  case  for  or  against  a  particular  line  of  government  regolatioii 
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in  the  process  by  which  farm  products  are  marketed  is  to  be  made 
only  in  the  light  of  a  careful  analysis  of  the  economic  institutions 
of  the  market  as  a  whole.  The  regulatory  offices  of  the  government 
may  be  resorted  to  for  any  one  or  all  of  five  general  purposes  which 
may  be  listed  schematicaUy  as  follows: 

1.  Regulating  the  mechanism  of  exchange — ^money,  and  in  time 
credit  institutions. 

2.  Standardizing  weights  and  measures,  and  in  time  qualitative 
standards  applying  to  goods  rather  than  to  the  exchange  medium. 

3.  Determining  desirable  trade  practices;  methods  of  trading, 
settlement,  and  delivery;  standards  of  fairness,  safety,  and  facility; 
limitations  upon  time  and  place  of  trading  and  upon  trading  per- 
sonneL 

4.  Prescription  of  commissions,  service  charges,  or  traders'  mar- 
gins. Securing  uniformity  and  reasonableness;  preventing  extor- 
tion, discrimination,  and  evasion. 

5.  The  fixing  of  prices  for  private  trade  whether  otherwise  regor 
lated  or  unregulated. 

A  sixth  step  in  this  ascending  (or  is  it  decendingP)  series  would 
be  actual  merchandising  by  government  agency,  as  in  the  Norris  bill 
already  referred  to.  The  present  paper,  however,  discusses  merely 
the  regulating  and  not  the  superseding  of  private  trade. 

//.     The  Estahliihed  Zone  of  Government  Control 

These  several  phases  of  regulation  wiU  be  discussed  under  three 
divisions  which  I  have  called  ^Hhe  established  zone  of  government 
control,"  *Hhe  promising  field  of  present  experimentation,''  and  *^e 
dubious  area  beyond."  There  is  no  intention  to  suggest  that  the 
whole  matter  is  closed  so  far  as  these  first  zones  are  concerned.  There 
is  an  intensive  as  well  as  an  extensive  margin  of  cultivation  in  this 
field.  It  is  quite  possible  that  profitable  returns  may  be  secured  by 
further  development  in  the  fields  in  which  some  cultivation  was  long 
ago  begun  not  less  than  by  pioneering  in  fields  of  regulation  pre- 
viously uncultivated.  It  is  distinctly  worth  while,  however,  to  view 
all  new  proposals  in  relation  to  what  has  already  been  firmly  estab* 
lished  and  generally  accepted  and  not,  as  one  would  be  led  to  sup- 
pose by  the  protests  of  certain  affected  parties,  as  something  wholly 
novel  and  unsupported  by  the  pragmatic  tests  of  earlier  social  ex- 
perience. 

We  may  pass  over  the  first  two  of  these  five  groups  rather  hastily. 
Civilized  countries  long  ago  ceased  to  question  the  need  of  some  ii^ 
tervention  of  organized  society  if  a  swift  and  flexible  system  of  ex- 
change was  to  be  built  up.     When  we  wanted  to  outgrow  barter  we 


200  American  Economic  Auociation 

had  to  let  government  regulate  coinage.  The  inadequacy  of  the  pri- 
vate gold'  and  silversmiths  soon  became  apparent  and  government 
control  inevitable.  The  demand  for  a  yet  more  swift  and  flexible  ex- 
change system  brought  us  from  a  money  to  a  credit  economy  and 
fostered  the  development  of  commercial  banking.  Every  growth  in 
the  complexity  of  banking  institutions  has  called  for  more  govern- 
ment regulation.  A  certain  sizable  fraction  of  our  people  are  writh- 
ing today  under  the  wounds  which  they  believe  themselves  to  have 
suffered  from  the  first  great  movement  of  the  federal  reserve  system 
to  regulate  the  swings  of  the  business  cycle.  Whatever  the  imper- 
fections of  that  action  taken  under  the  difficult  circumstances  which 
surrounded  its  first  experimental  use,  it  may  be  confidently  predicted 
that  we  shall  never  abandon  the  degree  of  regulation  now  attained, 
but  will  work  as  rapidly  as  may  be  toward  perfecting  it  as  something 
in  the  nature  of  a  governor  upon  our  financial  engine. 

Under  our  second  heading  much  the  same  general  development  may 
be  observed.  Standards  of  weights  and  measures  must  be  recognized 
if  trade  is  to  develop.  Traders'  custom  gives  way  to  legal  enactment. 
The  significant  point  is  that  definition  is  not  enough.  It  is  much 
to  know  what  "pound"  and  *T)Ushel*'  and  "gallon**  are,  but  the  trade 
may  still  be  much  confused  and  retarded  by  the  use  of  ^Snne  quart,** 
berry  boxes  and  16/16ths-of-a-bushel  hampers.  We  need  go  no  farther 
than  the  mathematician  to  get  our  concept  of  the  dozen,  but  quite 
possibly  the  arbitrament  of  law  must  be  invoked  to  prescribe  that 
eggs  be  sold  by  the  pound  to  the  end  that  quantity-price  ratios  ahall 
be  made  clear.  Standard  container  laws  operate  positively  to  reduce 
both  waste  and  disruptive  trickery,  but  both  the  inertia  of  producer, 
trader,  and  buyer,  and  also  the  vested  interest  of  the  package  manu- 
facturer in  finished  or  half-finished  stock,  patterns,  and  machinery 
preclude  the  abolishing  from  within  of  uneconomic  styles  of  packages, 
no  matter  how  multifarious  their  number  or  how  mischievous  the 
reasons  for  their  introduction. 

As  to  qualitative  grades,  they  have  been  the  children  of  trade 
necessity.  The  case  for  them  has  already  been  too  ably  made  for 
me  to  need  to  pause  to  discuss  it  here.  The  shortcomings  have  been 
with  the  manner  of  their  application  rather  than  with  the  principle 
of  establishing  them.  From  millers*  grades  of  wheat,  through  ex- 
change regulation,  state  inspection,  and  now  federal  supervision  there 
was  no  logical  halfway  house  at  which  to  stop  without  prejudicing  the 
speed,  certainty,  and  equity  of  trade  relationships.  It  is  possible 
that  too  great  zeal  may  lead  to  the  attempt  to  carry  the  movement 
into  fields  where  the  perishability  of  the  product  or  the  high  degree  of 
individuality  of  its  separate  units  may  make  the  effort  at  standard* 
ization  impracticable.     Experience  and  good  sense  must  draw  the  line. 


Marketing  of  Farm  ProducU  201 

but  a  national  and  even  international  trade  in  our  great  staples  is 
to  be  made  orderly,  eflScient,  and  economical  only  when  one  official 
definition  of  quality  applies  to  such  a  product  throughout  its  market 
movement. 

///.     The  Promiiing  Field  of  Present  Experimentation 

Our  second  zone  of  possible  government  regulation  carries  us  out 
of  a  realm  in  which  a  large  amount  of  successful  experience  has  made 
the  principle  of  government  supervision  not  only  familiar  but  even 
acceptable,  to  one  which  is  highly  controversial.  Shall  government 
attempt  to  standardize  trade  practice?  In  approaching  this  question, 
it  is  well  to  remember  how  it  was  the  day-to-day  needs  of  traders 
which  gave  us  our  law  merchant  and  laid  the  foundation  for  our 
commercial  codes  of  today,  whose  ordering  no  one  expects  to  find 
anywhere  but  in  the  hands  of  our  government  in  its  legislative  and 
judicial  branches.  But,  whereas  certain  of  the  more  rudimentary 
relationships  of  bailment,  negotiable  instruments,  and  the  like  are  thus 
satisfactorily  disposed  of,  the  growing  complexities  of  modem  com- 
merce in  farm  products  have  created  situations  with  which  the  ordi- 
nary court  is  by  no  means  competent  to  deal.  Traders  themselves 
have  had  so  forced  upon  them  the  necessities  for  further  regulation 
of  trade  practices  that  they  have  set  up  organized  exchanges,  trade 
associations,  and  like  bodies  for  controlling  the  conduct  of  their  mem- 
bers or  relations  with  other  interests  in  the  esoteric  fields  not  covered 
by  our  state  and  federal  codes.  The  real  question  is:  Will  such 
agencies  of  trade  government,  sprung  spontaneously  from  the  ex- 
igencies of  a  particular  and  highly  complicated  business,  be  incor- 
porated in  some  solid  and  satisfactory  way  into  the  general  machinery 
of  government;  or  shall  such  an  organized  trade  remain  an  imperium 
in  imperio,  holding  its  special  procedures  immune  from  government 
interferences  and  resorting  to  the  courts  only  for  the  adjudication 
of  quarrels  which  refuse  to  be  settled  within  the  guild  and  which  seem 
to  come  under  the  rubrics  of  existing  statutes?  Those  who  object  to 
any  further  intrusion  of  government  regulation  over  farm  marketing 
agencies  often  reiterate  that  there  is  plenty  of  law  now  on  the  books 
for  the  protection  of  all  parties.  But  whoever  will  follow  such  litiga- 
tion will  probably  be  convinced  that  after  an  elaborate  effort  by 
counsel  to  instruct  (or  to  confuse)  judge  and  jury  concerning  the 
technical  considerations  involved,  the  ultimate  findings  seldom  go 
understandingly  and  fairly  to  the  heart  of  the  issue. 

The  logical  answer  in  this  situation  is  that  we  cannot  expect  legis- 
lative bodies,  being  what  they  are,  to  draft  positive  enactments  for 
tha  rtgulation  of  these  oomplez  commercial  activities.    We  must  plaoe 
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a  large  reliance  upon  self-governing  bodies  intimately  informed  con- 
cerning the  needs  of  their  business  and  of  the  actual  effect  of  any 
given  rule.  This  must  be  supplemented,  however,  by  the  advisory  and 
supervisory  action  of  executive  bodies,  commissions  or  otherwise,  com- 
petent to  bring  the  claims  of  other  interests  in  our  society  to  bear 
upon  the  operations  of  such  trade  bodies  and  capable  also  of  bridging 
the  gap  between  such  self-governing  bodies  and  the  law-making  and 
law-enforcing  arms  of  the  government.  Such  is  the  nature  of  the 
Capper-Tincher  Act  to  regulate  the  grain  exchanges.  It  does  not 
put  d^nite  proscriptions  upon  specific  trading  practices  in  vogue 
in  the  exchanges.  Even  the  short  step  taken  in  this  direction  in  the 
bill  as  first  enacted  was  retraced,  and  the  act  now  sets  up  an  agency 
of  supervision  based  upon  an  adequate  investigational  procedure  and 
not  upon  the  prejudgment  of  a  legislative  body. 

The  rejoinder  which  those  who  oppose  government  regulation  make 
to  such  a  proposal  is  that  it  costs  money  to  set  up  an  agency  to  learn 
about  their  business ;  they  themselves  understand  it  and  it  is  quite  all 
right.  If  the  man  intrusted  with  the  task  of  investigation  is  intelli- 
gent and  fair-minded,  he  will  exculpate  the  exchange  in  the  end,  so 
why  waste  public  money  and  harm  the  business  man?  If  the  investi- 
gator is  not  in  the  end  convinced  of  the  beneficence  of  existing  arrange- 
ments, he  is  a  fool  or  a  knave  and  his  regulatory  actions  or  recommen- 
dations are  fraught  with  grave  danger.  This  complacency  as  to  the  cor- 
rectness and  sufficiency  of  their  own  rule  and  their  supercilious  re- 
jection of  the  notion  that  anyone  else  can  achieve  a  safe  or  construc- 
tive understanding  of  their  business  seems  not  to  be  entirely  justified 
by  an  analysis  of  the  situation. 

It  must  be  admitted  that  the  efforts  of  the  trade  as  embodied  in  the 
action  of  their  organized  exchanges  often  seem  to  be  directed  toward 
following,  trading  upon,  or  even  engendering  false  notions  in  the 
minds  of  their  clients  which  are  responsible  for  waste  or  inefficiency 
in  marketing  methods.  For  example,  every  live-stock  commission  com- 
pany is  breaking  its  neck  to  convince  shippers  of  its  ability  to  get  the 
best  ^^fill"  on  stock  and  no  live-stock  exchange  has  dared  to  lift  its 
voice  against  this  ancient  abuse.  Likewise,  at  least  one  great  ex- 
change puts  near  the  head  of  its  list  of  achievements  its  victory  over 
the  packers  who  tried  to  inaugurate  a  practice  of  buying  animals 
subject  to  post-morten  inspection.  Even  admitting  their  claim 
(which  may  or  may  not  have  merit)  that  in  so  doing  they  have  pro- 
tected the  grower  against  an  insidious  attempt  to  break  down  the 
strictly  cash-payment  diaraoter  of  tiie  live-stock  market,  it  is  by 
no  means  dear  tiiat  their  action  has  not  had  a  harmful  effect  in  check- 
ing the  reflection  of  actual  qualitative  diffemces  into  market  price, 
averaging  good  and  bad  under  one  blanket  quotation  whixh  penalise 
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the  sdler  of  dean  stock  and  brings  to  the  grower  of  diseased  animals 
no  admonitory  evidence  of  the  relative  usdessness  of  his  product. 

The  trouble  in  all  this  is  that  the  traders  must  take  a  short-run 
and  mercenary  view  of  the  market,  and  that  the  bodies  that  the  traders 
set  up  to  govern  themselves  enact  rules  in  accordance  with  the  views 
of  a  numerical  majority.  It  is  imperative  that  their  membership 
be  broad.  While  rules  may  be  so  drawn  or  so  administered  as  effec- 
tively to  shut  out  the  intrusive  farmer  and  his  marketing  company, 
it  has  not  appeared  practicable  to  draw  them  so  rigorously  as  to  ex- 
clude a  majority  whose  ideals  of  fair  or  desirable  or  permissible  trad- 
ing practices  is  considerably  lower  than  would  be  that  of  the  more 
highrminded,  better  educated,  or  broader  visioned  elite.  The  typical 
American  business  man  is  not  prone  to  parade  his  virtues  and  hates 
to  seem  to  take  a  holier-than-thou  attitude  toward  trade  associates. 
He  is  likely,  therefore,  to  abstain  from  practices  which,  though  per- 
mitted by  his  trade  organization,  run  counter  to  his  ideals,  rather 
than  to  go  tilting  against  the  windmills  of  majority  sentiment. 

But  while  such  men  scattered  all  through  the  trade  may  hesitate 
to  embark  on  bootless  quests  alone  or  as  numerically  weak  minorities, 
they  can  be  counted  upon  to  fight  ably  in  such  a  general  crusade  as 
may  be  launched  to  effect  the  permanent  betterment  of  the  given  trade 
organisation.  It  is  in  just  such  leadership  that  government  regu- 
latory activity  finds  its  place  of  service.  A  public  agency  and  it 
alone  is  capable  of  assimiing  a  supervisory  function  over  all  the  forces 
of  self-r^^ation  which  have  for  some  time  been  emerging  from  within 
but  whose  fullest  achievement  has  been  checked  by  the  inherent  diffi- 
culties noted  above.  Regulation  from  within  has  the  fundamental 
weakness  that  the  only  interest  represented  is  the  one  whose  own 
bread  and  butter  is  involved.  Not  merely  can  they  hardly  be  ex- 
pected to  be  as  zealous  as  might  some  outside  party  in  the  abolishing 
of  a  practice  which  holds  the  possibilities  of  profit  making,  but  also 
they  are  so  inured  to  established  practices  by  long  familiarity,  so 
accustomed  to  view  them  in  a  certain  perspective,  that  their  judgment 
is  likely  to  be  less  sound  than  that  of  the  intelligent  outsider,  who 
brings  a  fresh  point  of  view  to  their  consideration  and  who  looks  at 
them  from  the  several  angles  of  aU  the  parties  at  interest. 

It  may  be  noticed  that  I  have  said  the  ^intelligent"  outsider.  It 
has  already  been  observed  that  the  prevailing  opinion  in  trade  circles 
seems  to  be  that  no  outsider  can  be  intelligent  concerning  processes 
so  highly  technical  as  marketing  farm  products  through  central  mar- 
kets. Against  dumsy  meddling  by  enthusiastic  '^reCormers'*  no  pro- 
test can  be  too  strong.  But  I  would  venture  to  suggest  that  the 
great  bulk  of  traders  are  themsdvee  innocent  of  much  lundameiital 
knowledge  of  the  economic  forces  working  through  I3ie  phenomena  of 
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a  market  process  in  whose  technical  details  they  may  be  letter  per- 
fect. People  who  live  in  glass  houses  must  not  throw  stones.  Proba- 
bly it  would  not  be  hard  to  convince  this  gathering  that  the  economist 
chosen  to  act  in  a  regulatory  capacity  in  connection  with  the  market- 
ing of  farm  products  is  more  likely  to  master  the  intricacies  of  actual 
trade  processes  than  the  trader  who  objects  to  any  regulation  is  to 
ground  himself  in  economic  fundamentals.  The  delicacy,  com]dexity, 
and  great  public  importance  of  the  modern  business  of  food  purveyance 
demand  that  its  economic  problems  shall  have  the  most  intensive 
study  and  wisest  guidance  possible  by  the  best  fitted  of  professional 
economists  working  in  the  public  service.  In  this  connection  it  may 
be  observed  that  the  very  completion  of  the  process  of  trade  organ- 
ization and  voluntary  self -regulation,  which  has  solved  their  internal 
problems  in  so  large  a  degree,  has  itself  tended  to  accentuate  or  even 
create  problems  of  external  relationship  and  their  regulation. 

In  the  live-stock  trade,  for  example,  no  single  self-regulatory  body 
can  be  expected  to  cover  the  case.  The  Union  Stockyards  Company 
may  regulate  its  own  business ;  the  packers  theirs ;  and  the  live-stock 
exchange,  the  traders'  exchange,  and  the  order  buyers'  association 
theirs,  either  severally  or  with  greater  or  less  solidarity  of  interest 
among  commission  men  and  traders  as  a  class.  But  it  is  not  con- 
ceivable that  there  can  be  evolved  from  within  any  form  of  sdf-regu- 
lating  organization  which  shall  reconcile  the  conflicting  interests  of 
producer,  public  utility,  dealer,  manufacturer,  and  consumer.  It  is 
noteworthy  that  the  conunission  men  who  fought  the  Packers  and 
Stockyards  Law  to  the  last  ditch  almost  immediately  appealed  to  it 
for  protection  against  the  country-buying  packer,  and  look  to  it  fur- 
ther to  check  the  reprehensible  practices  of  the  cooperative  selling 
company. 

IV.     The  Dubious  Area  Beyond 

In  passing  from  a  discussion  of  the  regulation  of  trade  practices  to 
a  consideration  of  the  regulation  of  charges  and  of  prices,  we  con- 
front a  very  different  order  of  considerations.  I  have  called  it  the 
^^dubious"  area  in  distinction  to  the  ^^promising"  area  in  which  puUic 
regulation  seems  destined  to  play  a  helpful  and  creditable  part.  The 
general  argument  is  that  regulation  to  enforce  open,  fair,  and  non- 
discriminating methods  of  trade  makes  for  speed,  accuracy,  economy, 
and  free  competition  in  a  line  of  business  for  which  these  desiderata 
are  peculiarly  pressing. 

Whatever  the  reasons  (and  some  of  them  are  weighty)  which  have 
cried  for  government  intervention  in  the  matter  of  charges  and  prices, 
the  feeling  of  the  economist  runs  constitutionally  against  sueh  in- 
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trunons  into  the  determinAtion  of  market  values,  which  seems  to  be 
fundamentaUy  a  natural  rather  than  a  mechanical  jprocess.  We 
shrink  from  taking  any  measures  calculated  to  reduce  the  flexibility 
of  a  system  whose  health  depends  upon  its  ability  to  adjust  itself  rapid- 
ly and  fully  to  every  changing  stress  or  strain  thrown  upon  it  by  the 
swift  sucession  of  outside  events.  For  myself  I  would  about  as  soon 
lash  down  the  steering  wheel  of  my  car  and  ride  on  the  back  seat  as  to 
regulate  or  ^^fix"  the  prices  of  farm  products.  Practically  the  same 
though  in  less  degree  may  be  said  of  limitations  upon  the  number  of 
middlemen  who  may  intervene  in  the  market  career  of  the  product  or 
the  setting  of  the  margin  at  which  each  trader  must  transact  his 
business.  Happily  the  end  of  the  war  period  brought  an  end  of 
fixed  margins,  the  prohibition  of  re-sales  within  the  trade,  and  like 
restrictions.  I  believe  that  even  the  brief  war  experience  demon- 
strated that,  in  the  very  case  of  the  more  perishable  products  which 
such  regulations  were  supposed  chiefly  to  benefit,  the  sacrifice  of  flexi- 
bility or  ease  of  adjustment  in  the  marketing  process  was  a  loss 
which  far  outweighed  any  supposed  gain.  In  the  long  run  it  is  doubt- 
ful if  regulation  directed  primarily  to  the  end  of  seeing  that  nobody 
makes  any  money  will  commend  itself  to  economists  any  more  than 
it  does  to  business  men. 

The  phase  of  the  question  of  marketing  charges  which  is  of  im- 
mediate practical  concern  relates,  of  course,  to  brokers'  commissions, 
stockyards  charges,  and  the  like.  Here  again  the  exchange  or  other 
trade  organization  has  itself  moved  a  considerable  distance  in  the 
direction  of  self-regulation.  It  has  secured  internal  adjustment  by 
the  method  of  uniform  commission  rules  and  non-discriminating  service 
charges.  This  has  measurably  protected  the  public  at  the  same  time  that 
it  has  relieved  the  trade  from  cut-throat  competition. 

But,  as  mentioned  above,  the  achievement  of  complete  adjustment 
within  may  be  but  the  beginning  of  new  turmoil  from  without.  One 
of  the  chief  desires  of  the  farmers  who  have  clamored  for  grain  and 
live-stock  market  regulating  agencies  has  been  to  set  up  some  tribunal 
to  pass  upon  the  reasonableness  of  charges  as  such  and  to  fix  their 
levd,  not  merely  to  see  that  rules  of  uniformity  were  enforced.  To 
the  present  speaker  it  appears  that  there  is  a  clear  line  of  division 
within  this  problem.  The  first  concerns  agencies  with  which  the  factor 
of  competition  is  restricted  or  absent.  Our  experience  with  rate  con- 
trol even  in  those  fields  where  it  has  seemed  necessary — the  railroads 
and  public  utilities — ^has  been  fraught  with  such  difficulties,  not  to  say 
disasters,  that  we  may  well  hesitate  to  take  on  any  other  large  orders 
in  any  field  where  it  can  be  avoided.  In  the  case  of  the  stockyards  com- 
pany it  would  not  appear  that  it  can  be  avoided,  owing  to  the  inevi- 
table necessity  of  monopoly  in  this  business  if  an  efficient  market 
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center  is  to  be  maintained.  You  cannot  look  to  several  competing 
stockyards  companies  to  regulate  the  level  of  service  charges.  Indeed^ 
if  one  may  appeal  to  the  closely  analagous  case  of  produce  auctions, 
it  would  seem  that  conditions  then  would  be  worse  rather  than  better 
than  they  are  in  the  monopolized  public  stockyards  company.  As  to 
the  latter,  hasty  rule-of-thumib  or  rule-of -mob  rate  slashing  by  govern- 
ment regulating  bodies  might  be  expected  to  produce  sad  results, 
which  in  the  end  would  react  upon  the  farmer  not  less  than  the  other 
classes  to  be  served. 

Obviously  the  ascertainment  of  any  tenable  basis  for  such  ratea 
involves  a  careful  study  of  the  whole  question  of  the  capitalization, 
management,  and  returns  of  stockyards  companies  and  opens  economic 
questions  of  the  most  controversial  sort.  Theoretically,  I  should  like 
to  see  the  matter  attacked  as  an  investigational  and  advisory  matter 
only.  Practically,  the  regulating  body  must  be  given  a  star  and  a 
weapon.  Otherwise,  good  advice  is  likely  to  fall  on  deaf  ears  and  to 
evoke  merely  an  impudent  rejoinder.  But  the  representative  of  the 
law,  vested  with  authority  and  armed  with  weapons  for  its  enforce- 
ment, should  be  wise,  temperate,  and  fair-minded,  as  well  as  strong. 
Else  he  may  be  a  mischief-maker  instead  of  a  promoter  of  peace  and 
economic  betterment. 

The  second  part  of  our  divided  issue  of  rate  regulation  touches 
traders'  charges.  If  regulation  has  accomplished  what  is,  I  believe, 
its  chief  purpose,  namely,  the  establishment  of  open  competitive  trading 
under  fair  trade  practices  as  already  discussed  in  this  paper,  the  level 
of  charges  can  safely  be  left  to  itself.  The  one  point  in  this  general 
statement  which  should  be  singled  out  for  clarification  concerns  the 
position  of  the  producers'  selling  company.  The  situation  differs 
as  between  the  live-stock  markets,  where  the  trading  place  is  owned 
by  a  stockyards  company  distinct  from  the  live-stock  exchange,  and 
the  grain  market,  in  which  the  exchange  owns  or  controls  the  physical 
body  of  the  market.  Stockyards  companies  admit  cooperative  or 
''outlaw"  companies  freely  and,  protected  as  the  latter  are  now  under 
the  Packers  and  Stockyards  Control  Act  against  the  boycott  of  trade 
organizations,  they  should  be  left  to  take  care  of  themselves  and  set 
up  such  competition  as  they  can  in  the  matter  of  rates  and  service. 
This  is  the  true  doctrine  of  laissez  faire. 

In  the  grain  exchange  the  situation  is  more  complex.  It  is  not 
possible  on  this  program  to  debate  the  nice  question  whether  a  pat- 
ronage dividend  is  a  rebated  commission.  The  Capper-Tincher  Act 
essays  to  make  the  exchange  as  it  U  swallow  the  cooperative  as  it  is — 
at  best  a  dubious  use  of  the  regulatory  principle.  Quite  as  intricate 
and  more  pressing  is  the  problem  of  requiring  the  exchange  to  admit 
a  producer  company  which  meets  the  letter  of  their  membership  rules 
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but  is  asserted  to  evade  their  spirit.  A  third  possibility  is  the  use  of 
government  authority  to  compel  the  divorcement  of  the  exchange  as 
a  trading  body  from  the  organization  owning  and  governing  the 
trading  facilities  of  the  market.  This  would  appear  to  be  a  clearly 
wholesome  and  safe  use  of  the  powers  of  government  regulation  and 
avoids  the  objections  which  both  economist  and  business  man  may 
direct  against  the  present  plan  of  endeavor.  It  would  be  logically 
similar  to  but  financially  much  easier  than  the  measure  requiring  th^ 
packers  to  divest  themselves  of  stockyards  holdings.  Furthermore, 
the  packers  both  as  purchasers  of  stock  and  as  stockyard  owners  have 
given  producer  companies  fair  treatment  according  to  the  latter's 
own  testimony,  whereas  the  boycott  by  grain  exchanges  has  in  several 
cases  (though  not  all)  been  open  and  flagrant. 

F.     The  Prerequisite  to  Effective  Regulation 

The  issue  to  my  mind  is  not  one  between  regulated  or  non-regulated 
marketing.  It  is  between  competent,  scientific,  trustworthy  regula- 
tion and  amateur,  doctrinaire,  political  ^^ame-duck"  regulation. 

It  is  a  wise  saying  that  '^you  can't  unscramble  eggs."  Govern- 
mental regulation  has  evolved  as  one  of  the  inescapable  elements  in  our 
highly  complicated  market  organization.  Trade  bodies  developed  in- 
ternal regulation  for  the  protection  of  their  own  members.  These 
have  demonstrated  their  inability  to  protect  adequately  the  other 
parties  to  the  process,  and  hence  the  demand  for  public  supervision 
has  become  too  insistent  to  be  denied.  Hasty  or  overzealous  use  of 
these  newly-conferred  powers  would  be  very  costly  and  probably  in- 
duce a  reaction  in  which  the  whole  tnachine  would  be  consigned  to 
the  dump. 

It  is  not  possible  to  decide  by  a  priori  reasoning  just  where  the 
frontier  of  public  participation  can  most  wisely  be  drawn.  Much  more 
work  of  observation,  experiment,  and  appraisal  is  yet  to  be  done.  But 
with  regulatory  work  placed  in  the  hands  of  a  trained  personnel, 
some  of  them  drawn  from  the  finer  elements  of  the  trade  but  with  a 
liberal  sprinkling  of  those  who  have  had  professional  training  in 
economics,  it  seems  safe  to  expect  that  moves  will  be  tentative  till  a 
sufficient  basis  of  fact  can  be  secured  on  which  to  base  trustworthy 
judgment.  There  is  a  big  work  here  for  the  economist  both  in  govern- 
ment service  and  outside.  Let  us  hope  that  the  profession  may  justify 
itself  by  the  thoroughness  of  its  scientific  method,  the  open-mindedness 
of  its  attitude,  and  the  practical  sense  of  all  its  activities.  Persons 
brou^t  under  the  sway  of  live-stock  and  grain  regulation,  at  first 
aghast  at  what  might  happen,  are  now  breathing  much  easier  at  the 
prosi>ects  of  what  evidently  wiU  happen.     With  the  present  Secre- 
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tary  of  Agriculture  and  Chief  of  the  Bureau  of  Agricultural  Economics 
these  experiments  are  inaugurated  under  the  most  happy  auspices. 
£ven  if  the  present  high-water  mark  of  practical  sense,  broad  sym- 
pathy, and  professional  competence  should  not  be  maintained  in  all 
future  administrations,  it  does  not  seem  likely  that  conditions  would 
ever  get  any  worse  under  present  regulatory  laws  than  under  the 
predatory  regime  of  no  regulation.  We  frequently  hear  bitter  criti- 
dam  of  elected  magistrates  or  appointed  judges,  but  they  are  few  in- 
deed who  argue  for  the  abolishment  of  our  courts. 


PROBLEMS  OF  MARKETING— DISCUSSION 

Jamxb  R.  Howard. — The  desire  to  control  or  dominate  aitnationa  or 
bnaineaaea  with  which  we  may  be  connected  is  a  very  well  established  hnman 
instinct.  In  no  stronger  way  has  this  instinct  found  expression  than  along 
commercial  lines.  It  is  developing  along  channels  reaching  from  the  pro- 
duction of  the  basic  product  nntil  the  finished  product  reaches  the  conamner. 

The  Ford  Motor  Company  own  their  own  coal  mines  and  steel  mUISj  as 
well  as  their  manufacturing  plants.  They  have  recently  purchased  a  railroad 
in  order  to  further  facilitate  the  movement  of  their  products.  They  follow 
their  manufactured  product  through  branch  establishments  until  the  jitney 
is  placed  in  the  hands  of  the  ultimate  consumer. 

Big  rubber  industries  are  buying  or  planting  their  own  rubber  tree 
plantations  in  the  tropics  in  order  that  their  manufacturing  may  be  pro- 
moted by  the  control  of  the  sources  of  their  basic  supplies.  Great  sugar 
companies  own  and  operate  millions  of  acres  of  beet  or  cane  lands. 
Tobacco  companies  are  buying  tobacco  plantations  both  within  this  country 
and  abroad.  All  have  the  one  desire  and  purpose  of  c<tttrolling  their 
basic  products  and  establishing  commercial  or  industrial  independence. 

Industry  has  always  been  able,  in  a  great  measure,  to  fix  its  own  price 
upon  its  own  product.  The  American  woolen  mills  practically  control 
the  woolen  markets  of  the  country,  through  the  exercise  of  their  control 
over  the  greater  part  of  the  woolen  output.  Their  independence  is  shown  in 
tiieir  trade  practice  of  only  occasionally  opening  their  books  for  bids  upon 
Aeir  products.  The  bids  are  not  bids  in  price  but  rather  acceptance  of 
quantities  of  product  at  a  price  set  by  the  woolen  company  itself.  The 
buyer  can  accept  the  price  or  let  it  idone.  The  company  merely  manu- 
factures the  volume  of  goods  for  which  acceptances  have  been  made  and 
the  public  pays  the  bill.  While  the  woolen  company  does  not  control  all 
of  the  woolen  business  of  the  country,  it  does  control  a  sufficient  volume 
so  that  the  price  which  it  sets  largely  determines  the  price  at  which  the 
small  or  independent  mill  operates.  It  would  be  idle  to  say  that  the  law 
of  supply  and  demand  of  basic  products,  of  labor,  and,  indeed,  of  finished 
products,  are  not  factors  in  the  establishment  of  industrial  prices.  Never- 
Aeless,  industry  to  a  large  extent  is  able  to  establish  its  own  charges  and 
control  the  volume  of  its  output. 

The  instincts  and  desires  of  the  farmer  are  not  unlike  those  of  our  brothers 
and  cousins  in  industry.  We  have  the  same  desire  to  follow  our  product  as 
far  as  possible  down  the  distribution  channel  as  has  any  other  industry. 
We  have  the  same  desire  to  establish  prices  as  has  a  manufacturer.  More- 
over, we  have  the  same  moral  right  and  ought  to  be  conceded  the  same 
legal  right  as  any  other  class  of  citisenry. 

Many  farmers  in  the  past  have  been  advocates  of  price  fixing.  A  great 
proportion  of  the  public  have  viewed  with  alarm  the  possibility  of  a  farmer 
control  or  monopoly  of  price,  and  the  fear  of  acconq>lishing  such  a  thing 
has  gone  so  far  as  to  attempt  the  prevention  of  any  legislation  or  aay 
system  of  organisation  which  might  make  such  a  venture  possible.  The 
attitude  of  the  public  has  been  that  a  f  anti^r  monopoly  would  so  raise 
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pricei  as  to  become  unduly  oppressive  to  the  consumer.  These  same  people 
have  little  comment  or  complaint  to  make  mider  the  present  conditions  irhen 
ire  find  the  farmers'  prices  about  at^  and  in  some  cases  below^  pre-war 
lerels,  while  consumers'  costs  have  doubled  and  trebled.  The  recent  price 
trends  certainly  indicate  that  the  price  of  the  basic  product  is  but  a  small 
factor  in  the  determination  of  the  price  of  the  finished  article. 

There  are  two  mediums  other  than  those  of  present  trade  practices  by 
which  the  prices  of  farm  products  might  be  fixed  or  a  monopoly  created. 

The  first  would  be  by  means  of  government  regulation  or  price  determina- 
tion. We  had  a  taste  of  this  during  the  war  and  the  farmers  complained  of 
it  bitterly.  It  did  not  operate  to  our  satisfaction.  However^  since  the 
continuance  of  the  agricultural  depression  which  began  nearly  three  years 
ago  there  is  springing  up  a  demand  in  many  parts  of  our  nation  and,  indeed, 
in  other  countries  as  well,  for  a  government  price  fixing  or  price  control  of 
agricultural  products. 

This  is  no  new  plan  or  theory.  Its  patent  rights  expired  by  the  statute 
of  limitation  centuries  ago.  It  was  brought  out  in  one  form  or  another  by 
the  ancient  Egyptians,  Hebrews,  Greeks,  and  Romans.  In  modem  times 
there  have  been  numerous  similar  attempts  in  almost  every  nation.  In  no 
instance  has  it  been  a  success.  In  most  cases  a  bad  condition  was  made 
worse.  In  every  attempt  the  impotency  of  statutory  regularities  to  super- 
sede economic  laws  is  abundantly  proven.  Those  who  now  advocate 
governmental  price  control  as  a  permanent  cure  would  do  well  to  consider 
that  the  problem  is  not  to  attempt  to  revamp  the  immutable  by  making  over 
econon^c  principles  to  fit  transitory  conditions  but  rather  to  so  order  things 
that  every-day  functioning  of  all  individuals  and  classes  of  individuals  may 
proceed  equitably,  naturally,  and  unhampered  by  artificial  barriers.  A 
governmental  price  fixing  would  mean  a  definite  and  arbitrary  conmiodity 
price. 

The  one  thing  which  the  farmer  needs  at  this  time  is  price.  He  not  only 
needs  it  but  he  must  have  it  if  he  is  ever  to  get  back  to  normal  condi- 
tions. I  do  not  refer  to  price  in  terms  of  dollars  and  cents.  A  &ve  dollar  a 
bushel  arbitrary  price  on  wheat  would  be  a  calamity  unless  all  other  values 
were  fixed  on  definite  relationship  basis,  and  I  do  not  know  to  whom  we 
would  all  be  willing  to  trust  to  Rx  all  prices  of  all  commodities.  No  wise 
man  would  attempt  it.  By  price,  I  mean  real  price,  or  that  which  the 
bushel  of  wheat  or  the  hundred  pounds  of  pork  will  buy  in  other  goods 
or  service.  It  matters  little  to  me  whether  my  corn  is  50  cents  or  $1  or  $2 
a  bushel  if  taxes,  rents,  labor,  transportation,  and  other  commodities  are 
not  fixed  accordingly.  It  matters  most  materially,  however,  whether  com 
is  50  cents  and  ever3rthing  else  is  on  a  dollar  or  two-dollar  basis.  Govern- 
mental price  fixing  of  farm  prices  on  any  commodity  or  all  commodities 
would  certainly  fall  of  its  own  weight  and  precipitate  a  general  calamity. 

The  second  method  of  price  control  lies  in  the  development  of  marketing 
associations.  Why  has  not  the  farmer  the  same  right  to  control  his  market- 
ing channels  as  has  the  possessor  of  the  goods  which  the  farmer  grows? 
Why  has  he  not  the  same  right  to  fix  the  value  on  the  product  of  his  sweat 
and  toil  as  has  any  other  class  of  our  dtisenry?     There  can  be  but  one 
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answer  to  either  question  regarding  the  farmer's  right  or  privilege.  Con- 
cerning his  ability  to  interpret  his  rights  into  constructive  action  or  realiza- 
tion^ is  another  question.  However^  those  who  look  askance  at  the  possi- 
bility of  such  future  development  may  do  well  not  to  underestimate  the 
recent  advance  in  the  cooperative  marketing  of  farm  products  both  in  this 
country  and  abroad. 

Cooperation  is  no  new  thing.  So  near  as  I  am  able  to  determine^  the 
first  attempt  in  the  United  States  was  in  the  establishment  of  a  cooperative 
dairy  at  Goshen^  Connecticut^  in  1810.  In  the  decade  from  1840  to  1860 
there  were  a  number  of  attempts  at  cooperative  organizations  both  in  this 
country  and  in  Europe.  The  decade  from  1870  to  1880  witnessed  a  very 
remarkable  development  amongst  farm  organizations  and  included  not  only 
marketing  organizations  but  credit  organizations  and  mutual  insurance  com- 
panies. Of  course^  many  of  these  were  failures  with  numerous  contributing 
causes  for  their  not  being  successful.  Many  of  them  fulfilled  a  useful 
function  and  passed  out  of  existence  with  the  changing  of  population  or 
shifting  of  agricultural  developments.  A  few  have  continued  successfully 
over  a  large  number  of  years.  At  the  present  time  there  are  928  cooperative 
cheese  factories  in  the  United  States  located  in  21  different  states.  There 
are  1610  cooperative  creameries  located  in  38  different  states.  There  are 
approzimlately  6000  cooperative  elevators^  the  oldest  one  having  been  in 
continuous  operation  since  1868.  There  are  more  live-stock  shipping  asso- 
ciations than  elevators^  the  oldest  of  which  according  to  our  record  having 
been  established  in  1883.  These^  however^  are^  in  the  main^  local  organiza- 
tions. They  effect  some  economies  in  the  intermediary  marketing  of  the 
product  but  have  no  effect  upon  the  ultimate  price  because  of  lack  of 
cohesion.  They  are^  however^  potentially  great  factors  in  that  they  may 
become  the  nuclei  of  larger  endeavors. 

The  fear  of  such  a  possibility  is  clearly  indicated  in  the  frantic  efforts 
of  boards  of  trade  to  prevent  the  U.  S.  Grain  Growers  from  obtaining  mem- 
bership on  the  exchanges  or  from  functioning  in  any  way.  The  same  atti- 
tude has  been  shown  regarding  the  establishment  of  Producers'  Commission 
houses  upon  the  various  live-stock  markets.  Already  there  are  operating 
under  the  National  Live  Stock  Producers  Association  cooperative  sales 
agencies  at  East  St.  Louis^  111.^  Indianapolis^  Ind.^  Chicago^  111.^  Peoria^  111.^ 
Buffalo^  N.  Y.^  Ft.  Worthy  Tex.^  and  one  at  South  St.  Paul^  Minn.^  and  are 
handling  at  some  of  the  markets  from  one-third  to  one-half  of  the  total 
receipts.  At  practically  every  market  where  established  these  commission 
^tma  are  leading  in  volume  of  business  handled  and  are  steadily  increasing 
in  patronage. 

These  firms  have  not  attempted  to  have  any  control  of  prices  other  than 
that  of  stabilizing  of  receipts^  and  through  that  stabilizing  of  receipts  the 
general  steadying  of  the  market.  What  control  they  may  later  exercise 
over  prices  remains  to  be  determined. 

The  situation^  however^  with  the  California  fruit  cooperatives  is  quite 
different.  They  have  a  limited  productive  area  which  facilitates  their 
organization  and  operation.  They  have  a  perishable  product  which  the 
farmer  must  market  in  season  and  thus  makes  it  easier  for  him  to  submerge 


212  American  Economic  Association 

his  desire  for  personal  initiative  in  marketing.  They  have  signed  up 
a  long-term  contract  for  a  large  percentage  of  their  various  products.  Thej 
approximate  a  monopoly  control  of  their  products  and  hence  are  in  a 
enviable  position  to  determine  prices.     Do  they  in  fact  do  it? 

An  examination  of  the  operation  of  these  organizations  clearly  indleates 
that  they  do  determine  the  price  for  the  immediate  crop  or  season.  There 
are  factors^  however^  which  enter  into  their  determination  which  are  entirely 
beyond  their  control.  These  factors  are  principally  those  of  supply  and 
demand^  and  in  the  long  swing  they  become  in  reality  Uie  determining 
factor.  Perhaps  it  would  be  more  accurate  to  say  that  the  co5peratlve 
organisations  set  the  price  in  accordance  with  determining  economie  factors. 
They  have  most  surely  succeeded  in  accomplishing  an  orderly  marketiiig 
of  their  products  which  has  stabilised  prices  to  the  producer.  They  cannot 
prevent  the  planting  of  more  orchards  or  vineyards^  neither  can  they  ma- 
teriaUy  influence  the  purchasing  power  of  the  consuming  public.  For  lliat 
reason  the  prices  to  the  growers  have  not  been  maintained  at  war-time  levels. 
They  have^  however^  through  proper  stabilization  been  held  at  higher  levels 
and  hence  brought  more  profitable  incomes  to  the  grower  than  have  unorgan-- 
ised  lines  of  agricultural  production.  They  have  also  made  a  distinct  con- 
tribution to  society  in  that  they  have  prevented  their  members  from  becoming 
bankrupt.  They  have  maintained  orchards  and  vineyards  whereas  had  it  not 
been  for  the  cooperative  organization  many  would  have  been  abandoned  and 
later  on^  no  doubt^  the  consuming  public  would  have  suffered  because  of  a 
shortage  of  these  commodities.  Thus,  while  they  have  stabilised  priees, 
they  have  insured  the  consumer  of  future  supplies  of  their  products. 

The  movement  in  a  number  of  southern  states  along  cooperative  marketing 
lines  seems  to  many  more  problematical.  The  underlying  principles  are  not 
different,  but  the  territory  is  very  much  more  extensive  and  the  products 
themselves  are  less  perishable.  It  is  easier  to  hold  a  thousand  growers  in 
organised  effort  than  one  hundred  thousand.  It  is  easier  to  hold  the  man 
who  knows  his  product  must  go  to  market  at  a  definite  time  than  to  maintain 
the  interest  of  the  grower  who  can  put  his  product  in  the  warehouses  or 
granary  and  bide  his  long  term  of  marketing.  Moreover,  the  commodities 
are  capable  of  a  very  much  broader  production  than  those  which  have  been 
so  successfully  marketed  through  cooperation  on  the  Pacific  coast.  Tobacco, 
for  instance,  is  grown  successfully  from  Wisconsin  to  Louisiana  and  from 
New  Hampshire  to  Georgia.  If  the  tobacco  marketing  organisation  should 
so  control  the  price  to  the  grower  as  to  bring  an  unusual  profit,  it  would 
be  reasonable  to  expect  that  the  industry  would  expand  either  by  large 
numbers  of  non-member  farmers  engaging  in  tobacco  cultivation  or  from  the 
tobacco  manufacturers  themselves  increasing  their  own  planting.  In  any 
event,  it  would  appear  to  be  easy  to  create  a  supply  far  in  excess  of  tiie 
demand.  The  men  in  charge  of  the  tobacco  marketing  work  realise  this. 
They  are  aware  that  the  fixing  of  any  abnormal  price  would,  of  its  own 
weight,  disrupt  their  organization.  Knowing  this,  and  knowing  the  neces- 
sity of  a  thorough  merchandising  of  their  product,  they  are  employing 
marketing  specialists  to  take  charge  of  their  sales  service.  They  are  mAk^wy 
codperation  real  business.     Hence,  it  is  not  probable  that  dire  distress  will 
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foUow.  What  pertains  to  tobacco  will  pertain  to  cotton  and  all  other 
conunodities. 

Another  point  is  worth  careful  consideration.  It  is  not  reasonable  to 
suppose  that  anything  like  a  majority  of  the  farmers  will  ever  become 
memlbers  of  any  marketing  association.  The  farmer  is  too  independent 
miiided  as  yet  to  expect  snch  results.  Therefore^  there  will  be  a  com|>etl- 
tion  in  marketing  efficiency  between  the  codperative  organisation  and  the 
product  which  is  sold  through  non-codperative  channels.  This  competition 
of  systems  added  to  that  of  prices  or  individual  will  be  keener  than  the  old 
competition.  This  is  already  showing  up  in  the  live-stock  commission 
companies  to  which  I  have  already  referred.  Every  shipper  of  stock  to 
markets  where  cooperatives  have  been  established  for  any  length  of  time 
concedes  that  service  began  to  improve  the  moment  the  codperative  com- 
mission firm  began  to  get  on  its  feet.  It  is  not  the  old  competition  of  one 
firm  as  opposed  to  the  other  but  it  is  the  competition  of  one  marketing 
principle  as  opposed  to  another  marketing  principle  and  is^  therefore^  moiA 
more  effective.  This  competition  of  marketing  in  itself  would  prevent  any 
possibility  of  an  excessive  or  undue  fixing  of  prices. 

Co5peration  is  making  even  greater  progress  in  European  countries  than 
in  America.  Students  of  the  European  situation  concede  that  cooperative 
organisations  are  the  principal  stabilising  force  in  many  of  those  nations 
in  their  times  of  social  and  political  uncertainties.  The  American  Farm 
Bureau  Federation  has  recently  had  an  observer  in  ten  different  European 
nations  studying  codperative  marketing,  and  his  report  indicates  material 
progress  in  nine  of  the  ten  countries. 

The  experience  of  the  wine  growers  of  Spain  nicely  illustrates  my  sum- 
mary and  conclusion.  For  a  half  century  they  marketed  their  products 
Godperatively  and  were  prosperous.  They  conducted  their  marketing  or- 
ganisation in  such  manner  that  the  public  welfare  received  its  due  and 
proper  consideration.  Finally  there  came  a  time  when  the  management 
through  selfishness  forgot  the  public  welfare,  and  the  wine  growers  organ- 
isation immediately  went  to  the  wall.  It  was  fitting  that  it  should  do  so. 
The  success  of  any  organization  which  attempts  to  fix  or  control  prices 
will  only  succeed  as  it  takes  into  account  the  interest  of  the  whole  people. 
This  is  the  fundamental  prerequisite  of  success.  Any  other  plan  or  system 
is  surely  destined  to  fail. 

Ckarlbs  J.  Brand. — The  discussion  of  marketing  problems,  particularly 
with  respect  to  the  products  of  agriculture,  has  developed  very  diverse  and, 
in  some  respects,  very  extreme  points  of  view.  Some  of  the  commentators 
appear  to  take  the  position  that  there  is  nothing  the  government  can  do 
that  will  be  really  helpful.  They  fiatly  take  the  position  that  wherever 
the  government  takes  a  hand  it  harms  rather  than  helps,  and  that  "It  is 
none  of  the  government's  business."  If  you  were  to  make  a  careful  per- 
sonnel survey  of  the  "less  government  in  business"  group  that  has  grown 
so  numerous  and  expressive  since  the  War,  I  feel  quite  sure  that  it  would 
be  found  that  a  majority  of  its  individual  components  operate  under  the 
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principle  of  getting  the  largest  possible  profit  the  law,  pnUie  forbearance, 
or  the  conscience  of  the  operator  will  permit. 

I  agree  with  Professor  Nourse  that  the  government  should  not,  itself, 
engage  directly  in  the  marketing  of  products  except  nnder  very  special 
circumstances,  when  for  causes  that  may  sometimes  exist  private  enterprise 
is  not  able  to  function  with  reasonable  profit  to  itself  and  with  justice  and 
fairness  to  those  whom  it  should  serve  and  not  exploit.  Such  an  instance 
occurred  during  and  inmiediatdy  after  the  War  in  connection  with  the  pur- 
chase, sale,  and  distribution  to  f armiers  of  nitrate  of  soda  for  fertiliser. 
We  diistributed  over  200,000  tons  (roughly  $20,000,000  worth)  at  an  esti- 
mated average  saving  to  the  buyers  of  about  $20  per  ton,  and  made  a 
profit  of  over  $60,000  despite  elaborate  efforts  to  make  none.  By  reason 
of  the  demand  for  nitrate  for  the  armed  forces,  farmers  would  have  had 
little  or  none  except  for  the  functioning  of  the  government. 

I  have  no  patience  with  too  often  selfish  and  unthinking  critics  of  the 
government's  efforts  to  serve  the  best  interests  of  the  people.  Certainly, 
whatever  affects  the  ethical,  moral,  social,  and  economic  well-being  of  its 
citiaens  affords  proper  material  for  the  attention  of  the  government,  and 
whatever  may  be  uneconomical,  unsocial,  or  subversive  of  a  higher  standard 
of  public  morals  may  be  tabooed  by  the  government  through  legislative 
enactment,  administrative  acts,  or  otherwise. 

In  the  United  States,  any  discussion  of  the  general  topic  of  the  proper 
sphere  of  government  activity  in  connection  with  the  marketing  of  farm, 
factory,  mine  and  forest  products,  must  view  the  matter  from  at  least  three 
different  angles: 

1.  The  proper  sphere  of  local  governments,  such  as  cities,  towns,  and 
minor  political  units ; 

2.  The  sphere  of  the  several  states,  to  which  important  powers  were 
reserved  by  tiie  Constitution ;  and 

8.     The  sphere  of  the  national  government. 


Municipal  governments,  particularly  in  the  case  of  those  controlling  the 
public  acts  of  citizens  concentrated  in  large  metropolitan  populations,  have 
important  functions  to  discharge  in  connection  with  the  marketing  of  farm 
products.  They  relate  themselves  chiefly  to  the  conduct  of  public  and 
private  markets  of  all  kinds  which  fall  under  police  regulations;  the  pro- 
tection of  consumers  locally  from  fraudulent  practices;  the  enforcement  of 
sanitary  rules  in  structures  and  on  streets  and  in  spaces  used  for  marketing 
purposes;  the  provision,  either  directly,  or  indirectly  by  franchise  granting, 
of  intra-city  transportation  and  terminal  facilities;  and,  in  general,  the 
doing  of  those  things  that  are  necessary  for  the  health,  economic  and  social 
well-being  of  people  collected  in  cities.  Obviously  there  is  no  call  for 
local  political  units  to  do  things  that  private  enterprise  does,  or  can  do 
well  by  reason  of  the  operation  of  ordinary  commercial  incentives.  Generally 
speaking,  even  the  most  complaining  critics  of  government  "interference" 
with  business  are  perfectly  willing  that  those  tasks,  in  which  there  is  no  hope 
of  profit,  that  must  be  done  for  citiaens,  shall  be  left  to  the  government. 
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II 

The  sphere  of  the  several  states  of  the  Union  is  naturally  broader  than 
that  of  the  municipality  and  necessarily  involves  certain  coordinating  func- 
tions between  city  and  country^  between  industry  and  agriculture,  and,  in 
general,  the  treatment  of  problems  on  a  broader  basis  due  to  wide  diver- 
sity of  interests  of  its  population.  State-wide  legislation  is  effective  in 
many  respects  and  is  indispensable  in  some.  Under  our  dual  form  of  govern- 
ment, certain  powers  can  be  exercised  only  by  the  states.  It  seems  trite 
to  say  that  business  does  not  operate  along  political  boundary  lines,  so  that 
the  possibility  of  forty-eight  kinds  of  legislation  on  a  specific  subject  fur- 
nishes a  natural  impediment  to  the  efficient  conduct  of  the  many  kinds  of 
business,  particularly  where  commerce  between  the  states  is  concerned. 

Ill 

The  proper  sphere  of  the  national  government,  in  relation  to  marketing, 
n^y  be  briefly  stated  under  the  following  descriptions:  (1)  the  develop- 
ment of  educational  policies  with  respect  to  marketing  problems  that  will 
make  for  industrial  peace,  political  amity,  and  national  preparedness  in 
satisfying  the  proper  yearning  of  the  people  for  a  decent  fullness  of  life; 
(2)  tiie  laying  down  of  suitable  rules  of  action  to  prevent  unfair  or 
destructive  methods  of  competition  and  monopolization  where  there  is 
not  under  existing  law  a  sufficient  degree  of  supervision  to  insure  the  pro- 
tection of  the  general  public,  the  general  prevention  of  fraud  and  advance 
of  uneconomic  practices;  (3)  the  investigation  of  conditions  in  all  industries 
and  business,  with  sufficient  incisiveness  so  that  the  government,  as  the 
representative  of  all  the  people,  will  be  enabled  at  all  times  to  know 
whether  the  business  of  production,  conversion,  and  disposal  of  the  necessi- 
ties of  life  is  being  run  efficiently  and  economically,  and  whether  profits 
are  reasonable  and  competition  is  operating  in  such  a  manner  as  to  give 
fair  treatment  to  both  producer  and  consumer;  (4)  A  highly  proper  and 
necessary  field  of  operation  for  the  national  government  is  in  the  fixing 
of  grades  and  standards  for  both  products  and  containers,  and  the  enforce- 
ment of  their  use;  (6)  The  central  government  furnishes  almost  the  only 
relatively  disinterested  agency  to  promote  uniformity  of  legislation,  which  is 
so  necessary  in  order  that  business  may  proceed  in  an  orderly  and  certain 
way;  (6)  It  is  the  only  agency  capable  of  and  in  most  respects  fitted  for 
the  collection  and  dissemination  of  accurate,  timely,  and  disinterested 
information  regarding  market  prices,  movements,  methods,  practices,  or- 
ganisation, and  conditions.  Finally,  in  general,  it  may  be  stated  that 
wherever  the  comimercial  motive  is  not  sufficient  to  bring  about  the  wise 
solution  of  marketing  problems  with  reasonable  promptness,  and  where 
intelligent  self-interest  does  not  stimulate  just  and  fair  dealing  between  the 
various  factors  in  the  chain  of  distribution,  the  government,  which  is  after 
aU  merely  the  people  acting  collectively,  as  a  disinterested  but  none-the-less 
vitally  affected  factor,  may  properly  step  in  to  regulate  affairs  in  such  a 
manner  as  would  appear  best  to  serve  the  interest  of  all  the  people.  Oovem- 
ment  participation,  or  as  some  prefer  to  call  it  interference,  should,  in  my 
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opimon^  in  no  case  be  resorted  to  until  it  is  dear  that  an  institution,  trade^  or 
industry  is  unable  from  within  to  bring  about  conditions  that  will  renaore 
criticism^  distrust,  suspicion,  or  even  fear  from  the  public's  mind. 

Saj  what  we  may  about  the  sufficiency  of  economic  motives  or  self- 
interest  to  correct  the  faults  in  our  marketing  structure,  the  stress  on  the 
part  of  non-producing  distributors,  not  only  of  raw  materials  but  of  manu- 
factured goods,  is  to  get  the  largest  possible  toll  the  law  and  the  con- 
science of  the  enterpriser  will  permit.  This  is  not  unnatural,  nor  is  it 
necessarily  wrong,  neither  does  it  in  a  majority  of  cases  work  out  to  the 
disadvantage  of  the  people,  but  it  does  necessitate  functioning  on  the  part 
of  government  in  such  manner  as  will  insure  the  development  of  industries 
along  lines  that  are  safe  morally,  ethically,  socially,  and  economically. 

That  the  development  of  legislation  on  the  part  of  the  national  govern- 
ment has,  in  general,  conformed  to  the  principles  laid  down  by  Professor 
Nourse,  and  possibly  somewhat  amplified  above,  is,  I  think,  obvious  from 
the  character  of  the  legislation  at  Washington  during  the  past  twenty  years. 
The  following  very  incomplete  list  of  federal  laws  is  brought  to  your  mind: 

The  Food  and  Drug  Act  of  1906; 

The  Meat  Inspection  Law  of  1907; 

The  28  Hours  Law  of  1906,  relating  to  the  shipment  of  live  stock; 

The  Standard  Apple  Grade  and  Barrel  Law; 

The  Standard  Container  Act; 

The  Seed  Importation  Act; 

The  Cotton  Futures  Act; 

The  Grain  Standards  Act; 

The  United  States  Warehouse  Act; 

The  Food  Products  Inspection  Law;  and  more  recently 

The  Packers  and  Stockyards  Act. 

The  foregoing  list  is  not  given  with  any  idea  of  completeness.  Other 
laws  of  greater  comprehensiveness,  such  as  the  Federal  Anti-Trust  Law, 
the  Federal  Reserve  Act,  and  the  Tariff  Commission  Law,  have  been  passed 
with  a  view  to  serving  the  best  interests  of  the  people.  Some  may  argue 
that  the  intentions  have  been  of  the  best  in  the  matter  of  legislation,  but 
that  the  results  have  been  destructive.  The  consideration  of  even  a  sin^e 
one  of  those  many  pieces  of  legislation,  such  for  instance  as  the  Meat  In- 
spection Act,  will  demonstrate  the  public  benefits  of  government  "inter- 
ference" in  marketing  problems.  That  law  did  more  to  help  our  foreign 
and  domestic  commerce  in  live  stock,  meats,  and  meat  products  than  any 
one  thing  that  has  occurred.  The  opposition  of  affected  industries  is  also 
well  illustrated  by  this  case.  Now  the  packing  industry  itself  would  prob- 
ably violently  oppose  any  move  that  would  deprive  it  of  the  little  purple 
"U.  S.  Inspected  and  Passed"  stamp.  In  present  day  retrospect  the  days 
of  Upton  Sinclair  and  The  Jungle  with  its  glaring  overstatements  have 
faded  far  into  the  background. 

I  predict  that  the  more  recently  enacted  Packers  and  Stockyards  Act, 
administered,  as  it  is  being,  constructively,  fairly,  and  helpfully  to  all 
citisens,  will,  given  the  full  and  willing  cooperation  of  the  industry  tibat 
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has  been  promised  and  is  expected^  be  a  great  bulwark  of  protection  to 
an  enormous  and  absolutely  essential  business. 

In  closing  I  might  summarize  by  saying  that  there  is  general  agreement 
that  only  in  the  rarest  cases  should  the  government  actually  engage  in  the 
business  of  marketing  any  products  whatsoever;  that  its  functions  are 
general  and  relate  to  the  discovery  of  sound  principles^  the  general  educa- 
tion of  the  public  as  to  political  and  economic  questions  involving  the  de- 
velopment of  sound  national  conditions  which  cannot  exist  where  there  is 
constant  friction  due  to  social  injustice^  the  establishment  of  uniformity 
in  legislative  standards  for  products  and  practices^  the  collection  and 
dissemination  of  reliable  information^  and  the  creation  of  conditions  that 
will  assure  as  far  as  such  a  thing  is  possible  the  free  and  proper  interplay 
of  economic  forces  and  the  operation  of  the  "square  deal."  Government 
can  not  guarantee  economic  prosperity^  but  it  should  assure  economic  fair 
play.  The  citiaen  should  be  left  to  do  his  work  as  untrammded  as  is 
possible  with  the  ever  increasingly  complex  structure  of  exchange  that 
modem  conditions  have  called  into  being. 

W.  D.  MoRiARTT. — In  discussing  the  proper  sphere  of  government  rega- 
lation  in  the  marketing  of  farm  products^  I  wish  to  confine  my  remarks  to 
emphasising  the  fact  that  one  of  the  phases  of  marketing  farm  products 
in  most  serious  need  of  goverxun^t  regulation  is  the  marketing  of  farm 
products  by  cooperatives.  In  stressing  this  fact^  I  do  not  have  in  mind 
either  the  protection  of  the  public  from  unfair  price  fixing  or  the  pro- 
tection of  other  marketing  agencies  from  unfair  competition.  In  some  few 
cases  it  is  true  the  cooperatives  can  and  do  victimize  the  consumer  by 
monopoly  methods;  but,  as  a  rule,  the  very  nature  of  the  price^fixing 
process  is  beyond  serious  manipulation  by  cooperatives,  and  the  tendency  to 
let  the  farmer  do  anything  he  wants  to  is  apt  for  some  time  to  continue  even 
to  the  point  of  excepting  cooperatives  from  the  operation  of  laws  designed  to 
regulate  other  marketing  agencies;  and  in  local  cases,  such  as  milk,  where 
price  fixing  is  too  flagrant,  public  opinion  will  find  a  remedy. 

The  regulation  I  have  especially  in  mind  is  regulation  to  protect  the 
cooperators  them,8elves  from  their  own  stupidity  and  inefficiency  and  from 
the  beasts  of  prey  who  organize  cooperatives  to  exploit  them  for  private 
gain.  Some  of  us  may  hold  that  the  chief  function  of  cooperatives  is  to 
displace  or  in  part  supplant  other  marketing  agencies,  some  of  us  miay  hold 
diat  their  chief  function  is  to  act  on  the  one  hand  as  a  warning  to  those 
agencies,  and  on  the  other  to  serve  as  evidence  to  the  farmer  that  other 
marketing  agencies  have  no  such  margin  of  profit  as  the  more  wild-eyed  of 
the  apostles  of  cooperatives  have  asserted.  But  whether  the  chief  function 
of  cooperatives  is  to  regulate  other  agencies,  or  in  some  measure  to  supplant 
them,  entirely  too  many  farmers'  cooperatives  are  notoriously  inefficient. 

Segulation  by  education  is  not  enough,  but  much  could  be  done  by  it. 
If  the  farmers  who  are  considering  forming  a  cooperative  had  been  even 
moderately  educated  in  advance  as  to  why  cooperatives  fail,  the  most 
stopid  errors,  at  least,  would  be  avoided.     If  in  addition,  they  had  furnished 
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them  an  anthoritative  statement  of  nonnal  margins  of  total  expense  and 
normal  margins  of  profits  in  the  field  in  which  they  are  considering  sup- 
planting normal  marketing  agencies,  they  would  not  form  cooperatives  in 
hopes  of  securing  benefits  wholly  beyond  the  possibilities  of  realising. 

Even  without  gOYemment  education,  much  would  have  been  accomplished 
if  the  newspapers  could  be  induced  to  give  real  publicity  to  the  scandals 
of  failures  of  cooperatives,  showing  by  what  stupidity  and  by  what  in- 
competence specific  cooperatives  have  failed — ^and  even  by  what  mendacity 
they  were  motivated  into  organizing.  But  the  public  wants  to  hear  of  suc- 
cessful cooperatives,  and  the  newspapers  furnish  the  news  that  the  public 
wants.  If  we  had  really  wanted  to  hear  of  the  incompetence  and  greed 
which  led  to  the  failure  of  the  Plymouth  Cheese  Codperative — ^really  as 
truly  a  scandal  as  the  Stillman  divorce,  and  with  sob  stuff  from  which  a 
good  wiriter  could  have  wrung  a  column  a  day  for  two  weeks — ^the  news- 
papers would  have  given  in  full  space.  But  the  public  just  now  wants  to  hear 
uncomplimentary  things  about  normal  marketing  agencies  and  things  com- 
plimentary about  cooperatives.  Then,  too,  a  small  army  of  national,  state, 
and  county  employees  are  trying  to  make  cooperatives  more  successful, 
and  both  they  and  the  cooperatives  themselves  naturally  give  publicity  to 
codperatives  before  they  fail,  not  after.  In  fact,  for  here  surely  we  must 
be  frank,  the  story  of  success  is  turned  loose  at  the  earliest  possiUe  mtoment 
and  not  only  often  but  as  a  rule  before  there  is  any  assurance  of  continued 
success. 

Education  alone  will  not  suffice.  Two  types  of  regulation  by  government 
seem  necessary  if  codperatives  are  to  be  efficient — either  as  in  part  sup- 
planting other  marketing  agencies,  or  as  affording  them  sufficient  stimtalus 
to  make  them  serve  the  farmers  more  efficiently.  The  first  of  these  is  a 
reasonably  efficient  application  of  the  principle  of  the  Blue  Sky  Law. 
Whether  the  organizer  of  the  cooperative  is  a  farmer  himself  or  an  outside 
beast  of  prey  who  organize  the  cooperative  to  exploit  it  for  private  gain, 
he  has  no  more  right  to  victimize  the  farmers  under  the  banner  of  coopera- 
tion than  the  organizer  of  any  other  corporation  has  to  victimise  its  stock- 
holders. 

In  the  second  place,  after  the  cooperative  is  formed  there  must  be  a  regu- 
lating agency  to  protect  it  from  gross  stupidity  and  inefficiency  and  greed. 
Every  codperative  must  be  forced  to  accumulate  a  reasonable  reserve,  must 
be  forced  to  render  not  only  honest  but  dependably  true  statements  to  its 
members,  and  must  be  forced  to  conduct  its  business  in  a  reasonably  efficient 
manner. 

Both  of  these  types  of  regulation  assume  a  paternalistic  attitude,  and  so 
both  may,  in  some  sections,  be  resented;  but  in  proportion  as  the  service  it 
honest  and  intelligent,  and  especially  as  it  is  kept  free  from  red  tape,  it  will 
in  the  end  win  over  most  of  its  opponents.  The  other  alternative,  to  let  the 
codperatives  go  unregulated  except  as  they  can  be  regulated  by  persuasion 
and  education  on  the  one  hand  and  failure  on  the  other,  seems  too  costly — 
too  costly  to  the  farmers  themselves  and  too  costly  to  the  other  marketing 
agencies  which  pay  a  needlessly  heavy  penalty  when  cooperatives  are  organ- 
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ised  under  wild  expectations  and  fail  either  from  dishonesty  in  manage- 
ment or  from  gross  inefficiency. 

Fuen.  E.  Clark. — It  is  the  purpose  of  this  discussion  merely  to  emphasise 
some  things  which  Dr.  Weld  has  discussed,  and  to  point  out  certain  angles 
of  Interpretation  of  the  data  which  he  has  used. 

The  first  point  concerns  the  difficulty  of  making  statistical  comparisons 
between  large  and  small  stores. 

As  Dr.  Weld  has  suggested,  it  is  a  question  how  far  the  figures  he  has 
used  can  be  made  to  support  a  thesis  concerning  large-scale  operations  in 
merchandising.  This  is  because  in  many  cases  large  and  small  units  of 
stares  of  certain  types  are  not  really  comparable.  Large  stores,  for  ex- 
ample^ not  only  do  a  larger  business  than  do  small  stores  handling  the 
sarnie  general  type  of  merchandise,  but  they  draw  business  from  a  much 
wider  area.  They  have,  moreover  a  different  clientele — a  clientele  wfaidi 
expects  excellent  service  and  a  wide  variety  of  merchandise  from  a  large 
store.  Even  the  commodities  handled  are  not  entirely  comparable.  Large 
grocery  stores  often  deal  in  higher  priced  specialities  than  do  their  smaller 
competitors,  and  they  may  even  ignore  almost  entirely  the  staple  business  of 
the  ordinary  grocery  store.  Again,  it  was  shown  in  the  paper  under 
discussion  tiiat,  in  l^e  shoe  business,  for  example,  corresponding  to  the 
varying  volumes  of  business,  there  is  usually  a  difference  in  the  grade  of  the 
shoes  handled. 

The  problem  of  obtaining  a  correct  statistical  analysis  of  the  economy  of 
larger-scale  merchandising  is  particularly  apparent  in  the  case  of  large 
whcdesale  houses.  Large  wholesalers  not  only  sell  over  a  wider  area  than  do 
smaller  houses  but  they  brand  and  sometimes  manufacture  many  of  their  own 
products,  so  that  in  some  cases  they  have,  in  addition  to  a  manufacturer's 
problems  of  production,  a  manufacturer's  problem  in  selling  his  product — 
for  a  large  wholesaler  must  create  the  entire  demand  for  his  own  brands, 
usually  by  sending  salesmen  to  the  retailers.  The  small  jobber,  on  the 
other  hand,  commonly  takes  orders  for  staple  goods,  and  for  specialities 
and  branded  staples  for  which  the  manufacturer  has  already  created  a 
demand  through  his  consumer  advertising  or  through  "missionary"  salesmen 
sent  to  the  retailer.  Since  no  such  demand  has  been  created  for  the  goods 
on  which  the  large  wholesaler  places  his  own  brand,  his  marketing  problem 
corresponds,  in  a  sense,  to  the  combined  sales  problems  of  the  manufacturer 
and  jobber  of  many  of  those  products  which  are  handled  by  the  small 
jobbor.  An  analysis  of  the  selling  costs  of  large  jobbers  as  compared  with 
small  jobbers  seems  to  show  that  the  former  have  larger  costs.  But,  when 
this  difference  in  their  market  problem  is  considered,  the  case  is  not  dear, 
since  the  corresponding  sales  work  of  the  manufacturer  is  partly  assumed 
by  the  large  jobbers  when  they  brand  their  own  merchandise.' 

TUs  is,  of  coarse,  not  conclusive  so  far  as  the  other  reason  for  large  eipeiises 
given  by  Dr.  Weld  is  concerned,  vis.,  difficulties  in  administration  may  also  be 
present. 
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Dr.  Weld  states  that  "of  two  stores  in  similar  locationsj  carrying  the  i 
variety  of  stocky  giving  the  same  quality  of  service  and  delivering  over  Ae 
sanle  area,  the  store  having  the  larger  volmne  of  business  will  have  the  lower 
operating  cost."  This  seems  to  be  a  correct  conclusion.  Nevertheless,  we 
have  not,  so  far  as  we  know,  any  figures  which  cover  such  cases.  As  has 
just  been  indicated,  the  large  uid  small  stores  and  the  large  and  small 
wholesale  houses  do  not  compare  with  each  other  on  all  of  these  poiiits. 
The  nearest  comparisons  of  this  nature  seem  to  be  the  comparisons  of  die 
branch  houses  of  Swift  and  Company,  and  of  department  store  operations 
by  months,  which  Dr.  Weld  gives  in  his  paper.' 

Among  other  things.  Dr.  Weld  concludes  that  the  most  eccmomiesl  siae 
of  the  individual  plant  is  sooner  reached  in  maerchandising  than  in  misBii- 
facturing.'  All  of  the  available  facts  seem  to  point  to  this  conduaioa.  It 
is.  In  fact,  borne  out  indirectly  by  his  statement  that  grain  elefvators  sod 
potato  warehouses  have  routine  operations,  in  which  economies  in  lyerstiop 
appear  as  the  volnmje  of  business  increases. 

This  particular  illustration  brings  us  to  a  recognition  of  the  inportsnoe 
of  the  functional  approach  to  an  analysis  of  the  problem.  The  business  •£ 
the  average  merchandising  house  is  of  a  twofold  nature.  It  involves  the 
work  of  exchange,  including  the  functions  of  buying  and  selling  and  certain 
aspects  of  standardisation,  and  it  involves  the  operations  connected  with  the 
physical  supply  of  the  commodity,  including  transportation  and 
The  operations  of  physical  supply  are  largely  routine  and  often 
in  their  nature.  Consequently,  they  are  closely  comparable  to  the 
facturing  operations  in  the  performance  of  which  the  greatest 
of  large-scale  operation  have  been  realised.  Thus  in  the  case  of  the  grain 
elevator  and  potato  warehouse  previously  mentioned,  little  sales  effort  is 
needed  to  bring  trade  to  the  house.  The  exchange  rests  on  a  price  basisy 
and  hence  little  selling  is  possible.  The  several  operations  are  rontiDe 
and  mechanical  in  their  nature,  and,  consequently,  the  economies  from  large 
scale  operation  show  particularly  in  their  cost  figures.  In  the  great  retail 
stores  and  in  the  large  wholesale  houses,  on  the  other  hand,  the  great  need 
is  to  sell,  in  order  to  get  volume.  This  increases  the  cost  of  selling  to 
such  an  extent  that  (1)  it  is  likely  to  offset  any  economies  in  the  routine 
and  mechanical  operations  of  the  unit,  and  (2)  it  may  even  offset  the  buying 
advantages  which  are  possessed  by  large  organisations. 

The  reading  of  Dr.  Weld's  paper  and  the  study  of  such  additional  ma- 
terial as  I  have  been  able  to  find  lead  me  to  emphasise  the  following  genesal 
points  concerning  the  advantages  and  disadvantages  of  large  scale  operations 
as  they  apply  to  merchandising: 

"But  the  latter  illnstration  tends  to  confiise  the  issue,  since  it  conceias  liijliij 
vohmies  within  a  single  store  organisation,  which  has  many  fixed  expenses.  It 
cannot  be  used  to  illnstrate  a  tendency  as  between  different  stores  of  varymg  siae. 

'We  are  prone  to  speak  thus,  as  though  there  were  in  each  tndnstiy  some  one 
most  economical  unit  But  it  is  particularly  true  of  merchandising  that  the  i^ittitj 
of  individual  enterpreneurs  varies  so  greatly  that  whereas  the  average  siae  of 
greatest  efficiency  may  be  found,  many  larger  stores  will  be  operated  as  eoonomicaUy, 
and,  of  course,  some  of  this  average  sise  will  not  be  effectively  operated.  The  more 
one  observes  business,  the  more  he  comes  to  realise  the  large  degree  to  whieh  general 
conclusions  nuiy  be  vitiated  because  of  differences  in  administrative  abilities. 
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1.  The  large  merchandising  organization  seems  clearly  to  have  certain 
buying  advantages.  In  the  first  place  there  is  the  advantage  of  special- 
isation.  The  volune  in  which  the  business  is  done  makes  it  possible  to 
hire  or  to  develop  and  use  to  advantage  the  services  of  skilled  buyers.  In 
the  second  place^  the  large  house  has  a  certain  power  in  purchasing  which 
arises  from  the  volume  which  it  buys.  Because  it  buys  in  large  quantities 
it  is  commonly  able  to  force  supply  houses  to  grant  lower  prices  or  better 
terms  than  those  commonly  received  by  smaller  competitors.  It  is  likewise 
able  to  demand  better  service  from  sellers — quick  deliveries^  for  example. 

2.  There  are^  on  the  other  hand^  certain  difficulties  of  supervision  whidi 
arise  from  the  niere  size  of  the  business.  These  first  two  points  have  been 
adequately  covered  in  Dr.  Weld's  paper. 

8.  The  third  important  point  refers  to  the  disadvantages  which  a  large 
merchandising  organisation  suffers  because  of  the  difficulties  it  has  in 
getting  a  sufficient  volume  of  sales,  and  in  keeping  the  trade  it  has.  The 
large  store,  the  large  wholesale  house,  and  the  large  factory,  must  each 
draw  on  a  large  clientele  in  order  to  get  volume.  And  it  is  in  this  con- 
nection that  I  wish  particularly  to  discuss  the  superior  service  which  large 
merchandising  organizations  sometimes  render.  Perhaps  Dr.  Weld  over- 
emphasizes service  as  a  difference  between  large  and  small  units — a  differ- 
ence making  them  incomparable.  It  seems,  however,  that  we  should  also 
consider  the  extent  to  which  this  service  is  a  neceeeity  due  to  the  size  of 
the  merchandising  unit,  and  consequently  a  weakneaa  of  the  large  establish- 
ment. Service,  as  Dr.  Weld  shows,  is  really  a  part  of  the  sales  effort  whidi 
is  made  in  order  to  get  volume.  This  will  be  seen  by  an  examination  of  the 
figures  he  quotes  from  the  expense  data  in  the  retail  clothing  trade,  as 
gathered  by  the  Northwestern  University  Bureau  of  Business  Research. 
Of  those  expenses  which  increase  with  the  size  of  the  business,  practically 
all  may  be  considered  as  charges  which  increase  because  of  the  necessity 
for  using  extra  sales  effort  or  extra  service  to  get  volume.  Among  these 
items  are  charged  sales,  volume  of  outstanding  accounts,  and  the  value  of 
goods  returned  to  the  store.  All  of  these  are  service  elements,  the  extent 
of  which  probably  can  be  explained  by  the  need  to  sell.  That  is,  the 
large  store  must  be  generous  in  such  matters  in  order  to  get  volume.  Such 
general  expense  items  as  delivery,  wrappings  and  containers,  allowances^ 
and  elevator  expense  may  likewise  be  excessive  because  of  the  need  for 
service  as  a  means  for  obtaining  volume.  Advertising  is  obviously  a  sales 
expense,  as  is  the  higher  grade  personnel  which  the  large  stores  seem  uni- 
formly to  have. 

In  summary,  I  wish  to  emphasize  five  general  conclusions  concerning  the 
problems  stated  : 

1.  The  large  merchandising  establishment  has  certain  buying  advan- 
tages, due  to  its  ability  to  hire  specialized  and  skilled  buyers,  and  to  its 
buying  power,  which  enables  it  to  require  lower  prices  and  superior  service 
from  supply  houses. 

2.  When  a  large  part  of  the  operations  are  mechanical  and  routine  in 
their  nature — as  in  the  case  of  storage  and  elevation — ^the  large  house  may 
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fjabi  the  «coniNiiic8^  from  tiie  divi^n  of  labor  and  tiie  use  of  irtiaehinery, 
ivUeh  are  so  important  in  the  eeonomy  of  large^aeale  mannf  actare. 

'8.  To  the  extent  that  large  mef  diandiftlng  establishments  must  mske 
special  efforts  to  sell  their  services  in  order  to  get  volume^  they  are  likdy 
to  have  higgler  nnit  costs  for  selling  than  do  tlieir  smaller  competitors.  The 
''ezoessiYe-  service"  of  the  large  sales  organisations  mnst  be  considered  a 
ipeakness  due  to  this  necessity  of  getting  vnlnme  through  renderings  snparior 
service* 

'4.  Problems  of  supervision  become  greater  as  the  establishment  -in- 
creases in  siae,  but  these  problems  become  pecoliarly  dilBeult  vp4ieD  seUing 
Is  a  major  activity.  This  is  because^  briefly^  the  human  element  is  more 
important  to  selling  than  to  production^  and  its  operations  and  intemelfoiu 
are  not  easily  Toutinised.  The  ordinary  methods  of  controlling  routine 
Matters  are^  consequently^  ineffective^  or  at  best,  their  use  becomes  more 
expensive. 

5.  The  balance  which  determines  the  rdative  economy  of  operation 
of  large  and  smidl  merchand&ing  would,  thus,  seem  to  turn  largely  on  ihe 
eactent  to  which  the  economies  found  in  operating  the  routine  and  medumicsl 
Amotions  of  the  business,  and  in  purchasing  on  a  large-  soide,  are  offset  by 
thd:  increased  costs  for  selling  and  service,  and  for  the  administration  tiiere- 
loi,  whkh  arise  from  the  need  to  obtain  a  large  volume  of  sales. 
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Aims  and  Methods  of  the  Bureau  of  Business  Research,  Northwestern 

University 

Horace  Secriai 

The  results  which  it  is  hoped  to  secure  through  the  creation  of  a  university 
bureau  of  business  research  may  be  indicated  by  setting  out  its  advantages 
to  business,  to  the  faculty,  to  the  students,  and  to  the  school  itself. 

When  a  school  is  unorganized  for  research  purposes,  the  services  which 
it  may  render  to  business  consist  primarily  in  the  advice  which  is  given  by 
those  members  of  the  instructional  staff  who  are  fortunate  enough  to  com- 
mand the  respect  of  business  houses  and  associations  and  whose  opinions 
are  sought.  The  result  of  this,  as  a  rule,  redounds  to  the  benefit  of  both 
business  and  the  teachers  involved,  but  it  does  not  necessarily  mobilize  the 
good  will  of  the  school  nor  integrate  the  research  activities  of  the  faculty 
and  the  students.  When  a  school  is  organized  for  research  through  the 
establishment  of  a  bureau,  the  following,  among  other  advantages,  are 
likely  to  accrue: 

1.  Advantages  to  business: 

The  school  thus  organized  may  be  used  by  business — 

a)  As  an  alternative  to  private  agencies  for  research  purposes. 

6)  As  an  alternative  to  the  creation  by  itself  of  a  research  agency  or 
department. 

c)  As  an  organized  body  to  which  appeals  can  be  made  for  state- 
ments of  business  facts  and  principles  more  inclusive  and  com- 
prehensive than  could  reasonably  be  expected  from  an  individual 
instructor  or  department. 

J)  As  a  dispassionate  and  scientific  source  for  information  which  is 
controversial  or  which  might  be  colored  by  private  or  public 
agencies. 

e)  As  the  source  most  likely  to  be  formulating  a  business  synthesis 
because  of  its  intimate  contact  with  professionally  trained  men 
in  all  phases  of  business  relations. 

/)  As  a  confidential  agent  to  which  trade  or  business  secrets  would 
be  divulged  when  they  would  not  be  given  to  an  individual  or  to 
a  commercial  agency.  An  organised  bureau,  like  a  sehool,  is 
looked  upon  as  being  impersonal,  the  interests  of  which  are 
non-pecuniary  and  scientific.  University  resources  give  organ- 
ized research  a  standing  and  a  permaneney  which  cannot  be 
expected  from  widely  dispersed  or  scattered  individual  efforts. 

2.  Advantages  to  the  faculty: 

a)  On  many  problems  involving  more  than  a-single  interest,  organ- 
ized research  makes  possible  a  coordination  of  research  activities. 

h)  It  stimulates  production  in  so  far  as  researches  are  oedrdinated, 
since  organization  of  the  field  and  the  delivery  of  a  product 
it. 


224  American  Economic  Association 

c)  It  is  educative  both  as  to  problems  and  methods  of  research  when 
conferences  are  had  and  responsibility  and  obligation  are  dis- 
tributed. 

d)  It  tends  to  eliminate  lost  motion  and  duplication  of  effort  to  the 
degree  that  coordination  is  effected. 

e)  It  results  in  the  accumulation  of  a  mass  of  information,  the  com- 
mon property  of  all,  superior  to  much  of  that  in  current  books 
and  texts. 

/)    The  good  will  of  an  organization  in  the  eyes  of  business  furnishes 
an  opportunity  to  instructors  themselves  not  only  to  secure  facts, 
but  also  to  establish  personal  business  contacts. 
g)  Connection  with  a  research  department,  in  case  the  teaching 
schedule  is  lightened,  overcomes  in  part,  at  least,  the  necessity 
for  periodical  withdrawals  from  teaching  in  order  to  secure  busi- 
ness experience. 
A)  It  makes  possible  the  development  of  a  technique  of  method  and 
a  coordination  of  subject-matter  to  be  taught  and  studied. 
8.     Advantages  to  students: 

a)  An  organized  research  department  furnishes  the  sanction  whereby 
students  in  field  work  are  given  experience  in  meeting  business 
men;  in  securing  facts;  in  observing  the  conditions  under  which 
business  facts  are  recorded  and  the  types  of  information  upon 
which  executive  and  other  action  rests;  in  witnessing  business 
operations;  in  observing  practical  applications  of  business  tech- 
nique supporting  generalizations  developed  in  textbook  and  lec- 
tures. Students  are  given  training  in  doing  and  are  held  to  a 
definite  accomplishment  as  a  part  of  an  organized  scheme  of  study. 
6)  Similarly,  an  organized  department  of  research  throws  students 
of  dissimilar  interest  together,  each  contributing  his  part  to  an 
organized  whole.  Both  the  unity  and  at  the  same  time  the  peca- 
liarities  of  business  may  be  illustrated  in  a  piece  of  research 
work  of  which  the  student  is  a  part. 
e)  An  organization  for  research  creates  group  interests  and  arouses 
a  stimulating  rivalry.  Moreover,  it  has  the  effect  of  pooling  the 
interest  of  both  students  and  instructor  in  a  common  enterprise. 
4.     Advantages  to  schools  of  business,  per  se: 

Distinct  gains  to  schools  of  business  may  reasonably  be  expected 
from  organized  research  activities.  Publicity  of  the  proper  sort  is  an 
asset,  and  organized  research  will  be  much  more  likely  to  command 
favorable  attention  than  will  that  which  does  not  result  in  a  periodic, 
sustained,  and  comprehensive  product.  The  good  will  and  coopera- 
tion of  business  are  desired,  and  there  is  nothing  in  this  connection 
which  will  bring  them  as  soon  as  proof  that  business  schools  not  only 
know  how  to  teach  business  subjects,  but  also  to  be  of  service  in  the 
solution  of  business  problems.  A  school  seeks  business  men  for  in- 
struction; a  bureau  seeks  business  problems  for  study  and  solution. 
At  Northwestern  it  was  felt  that  there  was  an  opportunity  to  integrate 
the  research  activities  of  the  instructional  staff  and  student  body;  to  colleet 


Bureaus  of  Business  Research  225 

and  analyse  business  facts  in  such  a  manner  that  they  would  serve  as  a  basis 
for  instruction  and  at  the  same  time  contribute  to  a  knowledge  of  business 
and  of  economic  science.  The  aim  has  been  not  to  duplicate  the  work  of 
private  research  organizations  which  analyze  the  problems  of  individual 
enterprises  and  associations  and  render  to  them  confidential  reports.  On 
the  other  hand^  The  Bureau  is  interested  in  determining  the  principles  under- 
lying business^  in  stating  them  as  economic  truths  and  making  them  available 
as  guides  not  only  for  the  business  which  are  studied^  but  also  for  others  who 
are  interested.  Accordingly^  it  has  insisted  that  the  widest  publicity  shall 
be  given  to  its  findings^  while  at  the  same  time  it  has  been  careful  to  hold 
as  confidential  the  individual  facts  which  have  been  furnished  to  it  for 
analysis. 

The  Bureau  has  not  been  content  to  make  superficial  analyses  nor  to 
render  a  "service"  for  a  quid  pro  quo.  Neither  has  it  been  its  main  purpose 
to  popularize  its  findings^  and  to  instruct  business  organizations  and  others 
in  thd  manner  in  which  its  conclusions  may  be  used  as  a  basis  for  money 
making  or  as  a  guaranty  against  business  losses.  Interest  has  been  in  the 
discovery  rather  than  in  the  application  of  economic  principles.  It  has^  of 
course^  recognized  that  upon  some  one  must  rest  the  responsibility  of  con- 
verting business  units  to  the  necessity  of  applying  the  facts  discovered. 
This  function^  however^  has  not  been  assumed.  It  can  best  be  performed 
in  schools  by  making  its  findings  the  basis  of  instruction  in  courses  dealing 
with  marketing  and  retail  distribution^  and  by  trade  associations  and  pub- 
lications as  the  background  for  a  campaign  of  education.  What  is  now 
needed  most  is  the  discovery  of  principles  resting  upon  a  factual  basis^ 
which  will  serve  as  a  foundation  upon  which  business  may  be  built  and 
conducted. 

As  a  basis  for  its  studies^  the  Bureau  first  set  up  in  concrete  form  the 
standards  to  which  business  research  must  conform.  In  doing  this^  an 
inventory  was  taken  of  the  methods  which  must  characterize  research  if 
it  is  to  be  of  fundamental  value.  These  standards  have  to  do  in  turn  with 
defining  the  purpose  of  its  respective  studies;  with  correlating  the  methods 
used  and  the  purposes  in  mind ;  and  with  drawing  conclusions  from  the  data. 
It  is^  of  course^  unnecessary  before  this  body  to  describe  in  detail  what  the 
standards  are^  further  than  to  say  that  truth  is  the  end  sought  and  every 
legitimate  method  is  used  which  will  determine  it.  Largely  because  of  the 
type  of  problems  which  have  come  to  it  for  analysis,  the  Bureau  has  re- 
stricted its  study  to  the  field  of  retail  distribution.  What  it  has  attempted 
to  secure  from  analyses  in  this  field  are  the  underlying  expense-  and  trade- 
tendencies  which  characterize  it.  Its  interest  has  been  to  determine  the 
uniformities  and  basic  principles  which  have  general  application,  and  to 
measure  the  tendencies  under  which  competing  units  operate,  not  so  much 
in  point  of  time,  as  in  terms  of  varying  location  and  conditions  of  operation. 
That  is,  it  has  attempted  to  develop  a  measure  or  barometer  for  retail 
trade  in  which  the  characteristics  of  business,  in  so  far  as  expenses  and 
costs  are  concerned,  are  looked  at  from  a  "vertical"  as  distinct  from  a 
"horizontal"  viewpoint.  By  the  "horizontal"  aspect  is  meant  the  per- 
spective incident  to  time  whether  related  to  sequences  of  processes  or  to 
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reactiona  of  basiness  to  different  phases  of  the  business  cycle.  Bj  the 
'Vertical"  viewpoint  is  meant  the  perspective  incident  to  variations  at  a 
given  time  idiere  stores  are  operating  under  different  conditions  or  In 
different  locations.  That  is,  the  Bureau  has  been  seeking  for  trade-  and 
expense-tendencies  and  the  uniformities  respecting  them  by  reviewing^  an 
industry  in  cross-section. 

The  uncertainties  of  business  are  of  two  major  types:  first,  those  which 
relate  to  the  future,  and,  second,  those  which  have  to  do  with  the  results  of 
competition  in  the  present.  It  is  the  latter  to  which  chief  consideration  has 
been  given.  Through  the  analysis  of  mass  information,  it  has  discovered 
what  it  conceives  to  be  underlying  and  persistent  tendencies  of  expense 
distribution  which  repeat  themselves  with  striking  uniformity  for  stores 
at  different  times  and  places  and  under  different  conditions  of  operation. 
Competing  units  stand  on  different  economic  levels  respecting  expenses  and 
profits  and  the  conditions  incident  thereto,  and  it  is  possible  to  measure 
with  some  accuracy  the  relative  advantages  or  disadvantages  which  charac- 
terise them,  and  the  probable  adjustments  which  are  necessary  in  passing 
from  level  to  level.  That  is,  out  of  a  study  of  mass  information,  basic  or 
"master  facts"  emerge.  It  is  these  which  the  Bureau  has  been  chiefly 
engaged  in  discovering  and  organizing  in  the  form  of  principles  and 
tendencies. 

A  recent  writer  has  said  that,  in  a  half -century  of  experience  of  a  society 
of  chartered  accountants,  not  a  single  fundamental  economic  principle  has 
been  determined.  His  explanation  of  this  astounding  fact  is  that  attention 
has  been  too  much  focused  upon  individual  business  operations  and  ex- 
periences and  not  enough  upon  the  underlying  principles  of  which  these  are 
but  tangible  expressions.  And  yet,  he  adds,  it  is  only  in  the  hands  of 
accountants  that  the  necessary  information  for  determining  such  truths 
falls,  and  it  is  only  by  the  use  of  statistical  methods  that  they  may  be 
determined. 

Is  there  not  a  challenge  in  this  statement  not  only  for  accountants,  but 
also  for  economists  and  schools  of  business  which  points  both  to  the  methods 
which  research  must  follow,  and  to  an  obligation  extending  alike  to  those 
who  possess  the  necessary  facts  and  to  those  who  are  in  a  position  to 
analyze  them?  The  facts  out  of  which  a  science  of  business  may  be  con- 
structed are  available;  what  is  necessary  now  is  the  application  to  them  of 
the  scientific  method.  This  provides  a  point  of  view  and  a  technique.  The 
former  is  characterized  by  a  demand  for  the  truth ;  the  latter,  by  intelligent 
observation,  scientific  measurement,  impartial  analysis,  logical  inference,  and 
a  sincere  application  of  the  conclusions  reached  to  the  problems  to  which 
the  facts  and  observations  apply. 

Tks  Nsw  York  UMrvxRsiTY  Bureau  of  Business  Research  and  rrs  Work 

Lewis  H.  Haney 

The  work  of  the  New  York  University  Bureau  of  Business  Research, 
under  the  guidance  of  chance  and  the  predilections  of  its  director,  has 
developed  in  three  directions.     In  the  first  place,  the  bulk  of  the  Bureau's 
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work  has  lain  in  the  field  of  marketing.  Investigations  have  been  made  in 
advertising,  methods  of  paying  salesmen,  and  the  use  of  exclusive  agencies. 
In  seeking  to  make  more  money,  business  men  desire  to  learn  more  definitely 
where  their  market  lies  and  how  to  reach  it  more  directly.  In  helping  them 
here,  the  Bureau  may  not  only  serve  them,  but  also  serve  society.  Our 
largest  jobs  are  a  general  analysis  of  the  New  York  market  which  we  are 
making  for  the  Association  of  Advertising  Managers  of  twelve  large 
New  York  newspapers,  and  a  comprehensive  study  of  buyers'  attitude 
towards  department  stores  and  their  advertising  which  we  are  making  for 
one  of  New  York's  largest  department  stores.  We  are  now  engaged  in  an 
independent  study  of  advertising  mortality. 

We  have  found  interest  an^ong  merchants  more  than  among  manufae* 
turers  or  financial  institutions,  and  in  New  York,  at  least,  it  is  in  mer- 
cantile business  that  the  University  Bureau  seems  to  have  the  greatest 
opportunity. 

Our  second  chief  field  of  activity  lies  in  the  eonstruction  of  trade  barom- 
eters. Each  month  we  send  to  the  members  of  the  New  York  Wholesale 
Grocers  Association  a  special  trade  barometer  which  applies  to  their  par- 
ticular trade  and  to  their  particular  section  of  the  country.  This  contains 
a  weighted  index  number  of  wholesale  grocery  prices,  an  index  number  of 
consumer  purchasing  power,  and  curves  showing  the  course  of  average 
daily  sales,  physical  volume,  and  collections.  I  will  say,  in  passing,,  that 
we  have  found  that  the  purchasing  power  curve  of  New  York  State  has 
value  in  forecasting  the  course  of  grocery  sales.  In  the  periodical,  AdfOHk- 
ittratian,  we  publish  a  general  barometer  called  "The  Trend  of  Business" 
which  we  fondly  believe  to  be  the  most  reliable  forecaster  of  the  business 
trend  now  in  captivity.  At  present  we  are  working  on  a  purchasiny-power 
index  of  which  I  have  high  hopes.  I  will  merely  say  that  our  work  in  these 
fields  is  not  built  upon  a  mathematical  or  empirical  basis,  but  is  based  on  a 
study  of  cause  and  efi^ect  relationships. 

Our  third  field  of  endeavor  has  been  in  the  direction  of  moulding  public 
opinion,  and  I  would  invite  your  attention  to  the  possibilities  of  this  field. 
We  have  sent  out  two  questionnaires  to  the  members  of  the  American 
Economic  Association;  one  dealing  with  the  American  Valuation  Plan,  the 
other  with  the  New  York  Curb  Market.  Our  idea  has  been  that  by 
publishing  the  results  of  such  questionnaires  and  securing  adequate  pub- 
licity therefor,  we  can  make  the  judgment  of  economists  more  efi^ective  in 
public  affairs.  I  realize  that  this  is  a  delicate  matter  but  ^ruAy  believe 
that  it  is  a  legitimate  and  valuable  function. 

Perhaps  it  is  here  that  I  should  mention  our  study  of  Textile  Trade 
Terms,  prepared  for  the  Associated  Advertising  Clubs.  On  the  basis  of 
questionnaires  from  1000  women  scattered  from  Maine  to  Oregon  we  have 
determined  what  textile  terms  are,  and  what  are  not,  misleading.  This 
study  will  be  influential  in  inducing  correct  usage  in  the  trade. 

The  methods  which  we  use  in  the  Bureau  may  be  of  interest  to  you.  In 
the  first  place  I  wfill  say  that  our  chief  working  force  consists  of  a  little 
group  of  graduate  students  supported  by  what  we  call  "Working  Fellow* 
ships."     These  "Working  Fellows"  we  regard  as  apprentices  in  the  field  of 
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research  and  they  give  practically  their  entire  time  to  the  Bureau. 
For  this  work  they  may  receive  at  the  Director's  discretion  credit  for  two 
graduate  courses.  In  this  way^  for  a  small  expense,  we  secure  the  loyal 
assistance  of  well  trained,  competent  men.  To  be  sure,  there  are  some 
disadvantages,  as  we  have  to  adjust  the  work  of  the  Bureau  somewhat  to 
the  interests  of  the  Fellows  in  order  to  insure  that  each  has  a  major  piece  of 
work  which  he  can  utilise,  if  he  so  desires,  towards  a  thesis. 

Other  graduate  students  also  cooperate.  For  example,  I  conduct  a 
seoiinar  in  Methods  of  Business  Research  in  which  each  man  has  an  appro- 
priate problem.  We  have  also  had  a  few  graduate  students  who  desired  to 
do  work  under  the  direction  of  the  Bureau  for  the  purpose  of  acquiring 
experience  or  of  working  out  a  thesis.  A  few  Federal  Board  students 
have  also  assisted  us  and  these  I  understand,  may  receive  credit  for  busi- 
ness experience  for  this  work. 

For  the  rest,  we  have  one  permanent  assistant,  a  secretary-stenographer, 
and  a  combination  stenographer  and  derk.  We  also  from  time  to  time 
employ  students  for  field  research  in  New  York  and  vicinity. 

The  relation  of  the  New  York  University  Bureau  of  Business  Research 
to  New  York  University  is  one  of  the  points  I  desire  to  stress.  What  I 
have  said  about  graduate  work  is  an  important  part  of  that  relation,  and  I 
believe  that  the  function  of  the  Bureau  as  a  part  of  the  graduate  work  will 


The  Bureau  should  also  play  an  important  part  in  connection  with  the 
faculty  and  instruction.  Our  Bureau  is  in  touch  with  the  faculty  in  two 
ways.  We  have  a  faculty  committee  on  the  Bureau  of  Business  Research, 
to  which  I  frequently  turn  for  advice,  and  which  upon  occasion  may  serve 
as  an  interpreter,  a  buffer,  or  a  general  point  of  contact  between  the  activ- 
ities of  the  Bureau  and  the  faculty.  We  also  have  a  group  of  consulting 
experts  from  the  faculty,  who  have  agreed  to  cooperate  with  the  Bureau 
whenever  any  research  in  their  special  fields  is  called  for.  This  group 
embraces  the  professors  of  Marketing  and  Advertising,  Sales  Management, 
Industrial  Engineering,  Foreign  Trade,  Accounting,  Statistics,  and  Finance. 
I  must  admit  that  there  has  been  small  occasion  as  yet  for  calling  upon  most 
of  these  co5perators,  but  I  am  looldng  forward  hopefully  toward  an  ex- 
pansion of  our  work  which  will  make  the  arrangement  mutually  beneficial. 

A  University  Bureau  of  Business  Research  can  do  a  great  deal  in  the 
way  of  securing  data  which  will  be  useful  to  instructors.  Our  exclusive 
agency  investigation,  the  results  of  which  will  be  published  in  the  near 
future,  was  suggested  by  one  of  our  professors  who  felt  the  need  of  more 
comprehensive  and  exact  information  in  connection  with  one  of  his  courses. 
One  of  our  instructors  in  statistics  has  called  upon  us  for  a  problem  for  uie 
in  his  classes.  From  time  to  time  the  various  members  of  the  faculty  have 
dropped  in  to  inquire  for  information  on  various  subjects. 

The  members  of  the  faculty  should  cooperate  in  the  work  of  the  Bureau 
and  have  done  so  in  our  case,  both  in  the  way  of  giving  advice  concerning 
investigations  and  by  putting  their  classes  at  our  disposal  for  making  adver- 
tising tests.  In  this  connection  I  may  say  that  a  university  affords  a  great 
laboratory  for  studying  the  reactions  which  may  be  of  value  to  business  men. 
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A  Bureau  of  Business  Research  can  serve  as  a  clearing  house  for  outside 
faculty  activities.  In  New  York  University  most  of  the  faculty  members 
do  outside  work  for  various  industrial  and  commercial  concerns.  The 
Bureau  of  Business  Research  may  serve  as  a  middleman  in  marketing  the 
services  of  competent  faculty  members  who  may  be  called  in  as  experts  to 
deal  with  the  subject  in  which  they  are  qualified. 

As  already  intimated,  the  Bureau  needs  advice  in  many  different  lines — 
sales^  merchandising,  advertising,  industrial  relations,  plant  management, 
engineering,  applied  psychology,  finance,  statistics.  In  my  opinion  the 
Director  of  a  University  Bureau  should  endeavor  to  interest  the  experts 
in  these  different  fields  which  he  has  on  hand  on  the  faculty  to  which  he 
belongs,  and  should  try  to  secure  work  for  them.  I  will  add  that  they 
should  generally  be  compensated  for  their  work  on  a  fair  per-diem  basis. 

In  general,  the  University  Bureau  of  Business  Research  should  be  re- 
garded as  the  University's  business  laboratory.  It  should  be  equipped  by 
the  University  with  the  necessary  implements  and  machines,  including  a 
special  library  and  mechanical  appliances,  and  through  it  the  University 
should  put  at  the  disposal  of  the  business  world  those  research  activities 
which  it  is  qualified  to  conduct,  in  much  the  same  way  as  its  various  bio- 
logical, chemical,  and  physical  laboratories  are  utilized.  There  should  be 
an  especially  close  relationship  between  the  department  of  statistics  and  the 
Bureau. 

Another  phase  of  the  activities  of  a  Bureau  of  Business  Research  which 
may  be  touched  upon  lightly — even  delicately —  is  its  function  as  an  agency 
of  good  university  publicity.  The  published  researches  of  the  Bureau  are 
the  best  sort  of  advertising  for  a  university.  Sound  and  helpful  business 
forecasts  may  be  very  effective  in  bringing  the  University  into  helpful 
contact  with  business  men.  I  look  for  great  expansion  in  the  recognition 
given  to  university  work  in  economics  and  statistics  as  a  result  of  such 
contacts.  The  slogan  of  the  University  Bureau  should  be  "Extending  the 
Service  of  the  University." 

Let  me  close  with  a  word  of  warning.  There  are  dangers  in  the  contacts 
to  which  I  have  referred.  The  University  Bureau  must  remain  a  true  part 
of  the  University  and  to  that  end  must  retain  its  scientific  integrity.  It 
must  not  lose  the  social  point  of  view.  I  have  elsewhere  stressed  the 
difference  between  accounting  and  economics,  which  serves  to  illustrate  my 
point.  There  is  a  wide  difference  between  business  and  economics — be- 
tween the  private  individual  point  of  view  and  the  social  point  of  view. 
This  difference  we  are  apt  to  forget  in  business  research.  The  University 
Bureau  in  doing  practical  work  needs  to  rememiber  the  fact  that  long-run 
policies  must  be  guided  by  social  considerations.  It  must  try  to  appreciate 
the  business  man's  interests  and  do  the  things  which  will  be  of  practical 
benefit  to  him,  but  in  dropping  academic  aloofness  it  must  be  careful  to 
retain  scientific  ideals  and  always  seek  not  only  the  truth,  but  the  whole 
truth  and  nothing  but  the  truth. 

Two  problems  should  be  mentioned.  First,  should  we  accept  work 
which  can  not  be  published?  It  is  a  safe  rule  not  to  do  so,  but  one  which 
in  my  judgment  may  be  departed  from.     At  New  York  University  we  have 
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made  a  nninber  of  scientific  studies  in  safe  fields  which  may  never  see  tfie 
public  light.  A  clothing  manufacturer  wants  us  to  determine  the  relative 
attention  value  of  certain  illustrations  used  in  his  advertisements.  A  de- 
partment store  wants  to  know  what  factors  determine  women's  shopping 
preference.  These  studies,  to  be  valuable  to.  them,  must  be  given  to  them 
alone.  In  such  cases  I  can  see  no  objection.  But  I  would  refuse  amy  pro* 
paganda  work. 

I  submit  that  there  is  no  ethical  virtue  in  mere  publication.  Indeed  the 
departure  from  virtue  might  lie  in  publishing  only  a  part  of  the  truth.  I 
suqiect  that  in  not  a  few  cases  reports  have  been  published  by  Boreaus 
which  do  not  tell  the  whole  truth  nor  cover  all  the  data  secured. 

Second,  at  New  York  we  do  work  for  business  men  on  a  business  basis. 
That  is,  we  demand  and  receive  compensation.  There  is  much  to.  be  said 
for  this.  If  a  study  has  practical  value,  business  men  will  pay  for  it.  If  it 
has  not,  it  might  be  better  to  devote  the  Bureau's  energies  to  something 
that  has.  One  great  problem  of  the  University  Bureau  is  to  find  what 
business  reaUy  needs  and  then  get  results  in  a  form  that  business  men  will 
really  use. 

Ths  Bureau  of  Business  Research  of  the  Universitt  of  Illinoii 

A.  C.  Littleton 

I  shall  consider  very  briefly  the  aims  of  business  research  item  the  point 
of  view  of  state  universities  and  draw  my  illustrations  from  the  experience 
of  the  Bureau  at  the  University  of  Illinois. 

When  the  establishment  of  a  Bureau  of  Btosiness  Research  was  under 
discussion  at  Illinois  not  long  ago,  it  quickly  became  apparent  that  a  state 
university  had  certain  responsibOities  in  this  connection  to  the  state -as  sucfaf 
which  need  not  be  felt  by  other  research  organisations.  These  responsi- 
bilities are  expressed  in  the  following  section  of  a  report  upon  the  proposal 
to  establish  the  Bureau. 

It  is  possible  to  lay  down  certain  broad  principles  and  policies  for  the  Bureaa  at 
Illinois,  havins  in  mind  n&eanwhile  the  peculiar  obligations  attaching  to  a  state 
university,  and  the  clear  desire  to  attempt  only  what  others  have  not  done. 

At  least  three  principles  seem  to  lie  at  the  base  of  our  proposed  research. 

1.  It  is  part  of  the  function  of  the  Bureau  of  Business  Research  of  a  state 
university  to  study  and  explain  general  economic  conditions  within  the 
state. 

2.  The  best  principles  of  good  business  management  should  be  brought  be- 
fore the  business  men  of  the  state. 

8.    The  factors  underlying  the  successful  conduct  of  business  should  be  con- 
stantly under  examination,   and   the  general  point   of  view   should  be 
that  of  the  average  business  man  in  a  typical  business  in  an  ordhiary 
community. 
It  is  doubtfiU  whether  any  task  undertaken  by  the  Bureau  would  be  justified 
unless  it  came  within  the  scope  of  one  of  these  principles.    It  will  probably  be  wiie 
to  submit  each  suggested  problem  to  this  test. 

Let  me  take  up  each  of  these  points  in  turn. 

The  university  as  a  state  institution  owes  a  measure  of  service  to  its  own 
state  which  is  not  to  be  expected  from  endowed  schools  or  other  reseazeb 
organiaations.     While  it  does  not  restrict  its  student  body  or  restrict  ita 
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research  in  any  field  to  purely  state  questions^  yet  there  is  no  doubt  but 
that  it  owes  its  first  duty  to  the  citisens  and  to  the  problems  of  the  state 
which  created  and  maintains  it.  Consequently,  it  devolves  upo»  its  Bureau 
of  Business  Research  "to  study  and  explain  general  economic  conditions 
within  the  state,"  yet  with  a  consciousness  all  the  while  that  many  phases  of 
economic  conditions  recognize  no  state  boundaries. 

Two  activities  of  the  Bureau  will  illustrate  the  application  of  this  first 
principle.  Three  bulletins  have  been  issued  dealing  with  taxes.  Included 
in  these  are  some  consideration  of  the  sources  of  state  income,  non-tax  as 
well  as  the  general  property  tax,  and  a  study  of  the  characteristic  tax  rates 
for  all  cities  of  the  state  with  2500  or  more  population.  Another  project 
well  under  way  is  one  which  will  undertake  to  outline  the  data  that  ought 
to  be  collected  by  civic  bodies  wishing  to  make  a  commercial  and  industrial 
survey  of  their  communities.  It  is  dear  that  such  surveys  will  be  valuable 
reports  of  economic  conditions,  especially  when  they  are  available  in  com- 
parative form  period  by  period. 

The  second  principle  adopted  had  to  do  with  bringing  the  best  practices 
of  good  business  management  to  the  attention  of  the  business  men  of  the 
state.  The  agricultural  interests  have  their  farm  bureaus  to  bring  to  them 
the  newest  and  best  of  scientific  agriculture;  the  business  interests  have 
nothing  to  correspond  to  these.  They  very  reasonably  wish  to  have  some 
such  service  and  it  seems  but  logical  for  the  Bureau  to  be  the  agency — 
for  the  present  at  least.  To  quote  again  from  the  previously  mentioned 
report:  "This  would  not  mean  engaging  in  extension  classes,  correspond- 
ence work,  and  the  like,  but  the  production  of  bulletins  from  time  to 
time  which  would  be  less  in  the  nature  of  reports  of  research  and  more 
in  the  form  of  outlines  of  good  practices  which  the  average  business  man 
could  adapt  to  his  own  enterprise."  In  regard  to  the  policy  of  looking  at 
problems  from  the  point  of  view  of  the  average  business  man,  it  is  felt 
that  "big  business,"  having  its  own  experts,  expects  to  look  after  itself, 
and  that  it  is  the  average  business  concern  which,  being  of  necessity  without 
its  individual  experts,  has  the  most  right  to  look  for  suggestions  from  a 
public  institution  like  a  state  university.  We  have  been,  perhaps,  too 
inclined  in  many  ways  to  overlook  the  potentialities  and  needs  of  the  smaller 
towns. 

In  harmony  with  this  policy  the  Bureau  has  planned  a  series  of  informa- 
tional bulletins  upon  various  aspects  of  business.  The  one  at  present 
nearest  completion  touches  upon  the  personnel  problems  of  the  smaller 
concern,  and  it  is  hoped  that  it  may  be  the  means  of  directing  the  proprie- 
tor's attention  to  those  personnel  activities  which  will  not  be  out  of  place 
in  his  business  even  if  it  be  only  moderate  in  size.  Another  project  in 
this  same  class  is  an  attempt  to  take  the  point  of  view  of  the  ambitious 
retail  shoe  salesman  and  to  answer  for  him  this  question:  What  can  I 
do  to  learn  more  about  shoes  and  shoe  problems  ?  We  find  a  clear-cut  need 
for  better  knowledge  of  merchandise  as  such,  and  we  hope  to  be  able  to 
point  out  in  some  such  way  as  this  the  path  to  that  better  knowledge,  while 
at  the  same  time  not  engaging  in  treatise  writing.  After  shoes,  other  lines 
will  no  doubt  follow. 
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In  these  first  two  phases  of  research  attention  has  been  directed  primarily 
to  the  obligations  we  conceive  involved  in  being  a  state  institution.  The 
broader  aspects  of  business  in  general  are  covered  in  the  third  principle 
above  mentioned.  The  factors  underlying  the  successful  conduct  of  aU 
business  are  not  to  be  overlooked. 

This  portion  of  our  plan  is  not  yet  as  fully  matured  as  the  others^  but  its 
broad  outlines  are  formed.  Without  intending  to  minimise  the  value  to 
business  of  accounting,  finance,  salesmanship,  personal  character,  knowledge 
of  merchandise  and  human  nature,  etc.,  it  is  felt  that  one  of  the  most 
important  factors  in  sagacious  business  management  is  foresight.  The 
study  of  the  means  of  developing  foresight  is  to  be  the  basis  of  a  part  of  the 
Bureau's  work. 

Foresight  in  business  involves  several  factors,  one  of  the  most  important 
of  which  is  a  knowledge  of  general  business  conditions  and  the  position 
at  the  moment  in  the  current  business  cycle.  I  doubt,  however,  if  we 
shall  do  much  in  this  field;  it  is  being  well  cared  for  already.  But  the 
other  important  factor,  the  relation  of  individual  business  enterprise  to 
general  conditions,  will  undoubtedly  receive  our  attention. 

It  seems  to  us  that  not  only  is  a  knowledge  of  general  business  conditions 
becoming  necessary  to  wise  management,  but  a  knowledge  as  well  of  the 
degree  of  relationship  existing  between  the  separate  industry,  or  even  the 
individual  enterprise,  and  the  cycle.  It  is  our  plan,  as  far  as  we  are  aUe, 
to  work  with  this  problem.  Economic  activity  finds  expression  only  through 
the  policies  and  acts  of  individuals  and  it  seems  important  to  us,  therefore, 
that  individuals  should  not  only  be  made  aware  of  general  tendencies  of 
business  as  a  whole  but  that  they  should  also  be  given  suggestions  of  how 
best  to  observe  their  own  tendencies  in  relation  to  the  course  of  business  as 
a  whole. 

We  realize  that  we  are  setting  ourselves  a  large  problem,  and  we  reaHse 
also  that  we  cannot  find  the  answers  alone  or  cover  the  whole  field.  But 
we  are  convinced  that  there  is  some  degree  of  harmony  between  individual 
enterprise  and  the  general  course  of  affairs — ^there  must  be  since  a  picture 
of  general  conditions  is  but  a  composite  photograph  of  the  condition  of 
innumerable  distinct  enterprises.  And  we  believe  that,  granted  the  oppor- 
tunity and  the  necessary  cooperation,  by  business  itself,  we  may  be  aUe  to 
learn — and  to  teach — somiething  further  about  the  inter-relation  of  the  cycle 
And  the  individual. 

Your  chairman  asks  that  specific  reference  be  made  to  a  possible  practice 
of  submitting  private  reports.  In  reply  to  this  I  may  say  that  the  Bureau 
at  Illinois  does  not  now  nor  will  it  in  the  future  engage  in  work  which 
should  be  undertaken  by  the  private  consultant  for  a  fee.  To  do  otherwise, 
I  am  afraid,  endangers  both  our  own  feeling  of  independence  of  thought  and 
action  and  the  business  man's  confidence  in  the  impartial  and  confidential 
nature  of  our  work  with  facts  supplied  largely  by  him. 

For  much  of  our  research  work  we  must  all  rely  upon  the  willing  coopera- 
tion of  individual  business  men,  especially  in  supplying  us  with  data  regard- 
ing their  own  enterprises.  Since  we  cannot  have  controlled  laboratory 
experiments  such  as  research  in  pure  science  enjoys,  we  can  only  study 
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the  experience  which  those  actively  engaged  in  bnsiness  have  accumulated 
In  their  records.  In  a  certain  sense,  then,  their  enterprises  must  be  onr 
laboratories — ^not  in  the  sense  that  we  would  attempt  in  any  way  to  "experi- 
ment" with  them,  but  rather,  if  we  may  change  the  metaphor,  that  they 
should  be  regarded  as  mines  possessing  rich  deposits  of  facts  which,  like 
the  ores  of  the  deepest  gold  mines,  are  to  be  accumulated,  assayed,  tested, 
and  studied. 

The  study  of  business  can  only  proceed  upon  a  fact  basis.  The  universi- 
ties are  perhaps  the  most  disinterested  parties  to  whom  the  facts  could  be 
given  for  study.  They  are  taking  up  the  burden  of  research  in  business 
in  a  spirit  of  service  to  all  and  special  favors  to  none.  And  they  will  do 
all  they  can  to  maintain  that  disinterestedness  and  that  spirit  of  service.  At 
the  University  of  Illinois  we  believe  private  reports  by  a  public  institution 
to  be  contrary  to  these  ideals. 

Ths  Harvard  Bureau  of  Business  Research 
Mary  E.  Osgood,  Secretary 

The  Harvard  Bureau  of  Business  Research  was  organized  eleven  years 
ago  as  an  agency  for  collecting  first-hand  information  from  business  men 
to  aid  in  instruction  in  the  Graduate  School  of  Business  Administration. 
The  field  of  marketing  was  chosen  because  at  that  time  little  reliable  data 
had  been  assembled  from  the  business  men's  point  of  view  or  for  educational 
purposes  regarding  the  distribution  of  various  commodities.  The  first  work 
undertaken  was  an  intensive  study  of  the  retail  shoe  trade.  Since  then  the 
research  has  been  extended  to  the  retail  grocery,  hardware,  drug,  and 
jewelry  trades,  to  department  stores,  and  to  the  wholesale  grocery  business. 

The  object  of  the  Bureau's  work  is  to  find  out  just  what  the  facts  are  in 
actual  business  as  the  basis  for  the  formulation  of  sound  theories  regarding 
business  practice.  Naturally,  therefore,  attention  was  turned  first  toward 
operating  expenses.  Every  investigation  by  the  Bureau  has  shown  that 
merchants  in  discussing  operating  expenses  among  themselves  continually 
had  many  misunderstandings  because  they  were  not  talking  the  same 
language;  they  did  not  mean  the  same  thing  by  the  sa;me  terms.  For 
example,  one  merchant  told  an  agent  of  the  Bureau  that  his  operating 
expense  was  7  per  cent.  Upon  being  questioned,  he  said,  ''Oh,  that's  my 
pay  roll."  Selling  expense  seldom  included  the  same  items  for  any  two 
retailers.  One  proprietor  included  in  his  expense  a  salary  for  himself; 
many  did  not.  Again,  one  merchant  who  owned  the  building  in  which  his 
store  was  located  charged  his  business  with  a  reasonable  rental  for  the 
space  occupied;  another  merchant  similarly  situated  entered  no  item  for 
rent  among  his  expenses.  And  so  the  discrepancies  continued  to  be  revealed 
in  every  tradcj  making  the  preparation  of  a  uniform  classification  of 
operating  accounts  necessarily  the  first  step  in  any  research  on  operating 
expenses.  The  classification  designates  the  different  items  that  go  to  make 
up  the  real  cost  of  doing  business  and  provides  a  standard  profit  and  loss 
statement  upon  which  comparable  figures  can  be  collected.  The  primary 
object,  from  the  statistical  standpoint,  in  preparing  the  Classification  of 
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Accounts  and  in  checking  the  reports  received  is  to  make  snre  tiiat  ihe 
original  data  are  correct.  Stress  is  laid  upon  correctness  of  the  data  Tsther 
than  on  elaborate  computation  of  the  results  in  varied  forms. 

During  the  first  few  years^  before  the  confidence  of  business  men  generally 
was  obtained^  reports  were  secured  from  retailers  largely  through  personal 
visits  of  the  Bureau's  field  agents.  The  only  field  work  conducted  by  the 
Bureau  now  in  connection  with  its  cost  research  work  is  the  preliminary 
survey  of  new  fields  in  order  to  ascertain  to  what  extent  the  experience  and 
practice  of  other  trades  can  be  applied  to  the  new  research.  In  the  pre- 
liminary survey  careful  study  of  the  methods  used  by  representative  mer- 
chants is  made  to  make  sure  that  the  classification  of  accounts  conforms  to 
best  trade  practice  as  well  as  to  good  accounting  principles.  As  soon  as  a 
workable  statement  has  been  agreed  upon  and  the  definition  of  aocduiits 
standardized^  the  classification  is  published. 

Soon  after  the  close  of  the  fiscal  year  in  each  trade  in  which  an  investiga- 
tion is  being  carried  on  and  for  which  a  standard  classification  of  accounts 
has  been  issued^  schedules  are  mailed  to  from  ^ve  to  ten  thousand  merchants 
conducting  businesses  of  various  sizes  in  all  parts  of  the  United  States. 
Accompanying  the  blank  is  a  letter  explaining  the  object  of  the  research 
and^  for  reference^  a  condensed  summary  of  the  definitions  of  accounts.  To 
safeguard  the  accuracy  of  the  figures  received  a  schedule  of  questions^ 
designed  to  secure  additional  facts  to  aid  in  interpreting  the  entries  in  the 
profit  and  loss  statement^  and  a  financial  statement  are  requested  from  each 
merchant.  Experience  has  shown  that  answers  to  these  questions  provide 
an  adequate  safeguard  on  mail  replies,  because  inaccurades  in  entries  for 
any  of  the  major  items  almost  certainly  are  brought  to  light  by  discrepancies 
in  the  answers  to  these  questions.  The  questions  all  relate  to  actual  prac- 
tice and  not  to  opinions.  Inasmuch  as  the  average  merchant  or  other 
business  man  for  that  matter  is  not  accustomed  to  careful  g^eralixation, 
all  questions  involving  the  expression  of  opinion  have  been  discarded. 

When  the  reports  from  the  individual  firm  are  received  at  ^e  Bureau, 
they  are  turned  over  to  the  confidential  file  derk,  who  enters  a  Bunriber  mk 
each  report  and  on  any  supplementary  correspondence  or  memorandum  that 
may  be  attached  to  it,  removing  at  the  time  all  signs  of  identity  of  the 
cooperator.  The  cooperator's  name  and  number  are  entered  on  a  «aid 
which  is  immediately  placed  in  the  confidential  file.  A  checker's  memo- 
randum also  is  attached  to  each  report  on  which  are  entered  the  Federal 
Reserve  district  number,  the  population  of  city  in  thousands,  and  die  name 
of  state,  to  aid  in  classifying  the  reports  in  later  tabulations. 

A  trained  statistician  goes  over  each  report  to  check  the  accuracy  of  the 
adjustments  to  the  Bureau's  standard  form.  Reports  on  which  the 'entries 
are  given  in  round  numbers,  or  those  that  in  any  other  way  are  incomplete, 
ate  rejected  at  once.  Statements  on  which  (Hily  peroentages,  withcmt  the 
actual  figures,  are  given  also  are  rejected  because  of  the  impossibility  of 
judging  the  reliability  of  the  figures. 

Each  item  is  scrutinized  and  with  tiie  dieck  furaished  by  the*  supple- 
mentary information  given  in  the  answers  to  the>  Bohftdwde  qaostloas/.  any 
discrepancy  is  detected  readily.    Aldkou^  each  statement  pvessats  a'pifib* 
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lem  of  its  own^  those  ReiAs  which  need  the  closest  watching  are  the  entries 
showing  the  inclusion  of  the  proprietor's  salary^  that  is^  Salaries  and  Wages 
for  Sldesforce  and  Buying^  Managenient^  and  Office  Salaries  on  a  retail 
shoe  statement,  for  example;  and  the  entries  for  Rent,  for  Taxes — ^for 
Insurance,  and  for  Repairs.  To  serve  as  a  check  for  Interest  on  Capital 
Owned,  the  finaneial  statement  is  studied  and  a  figure  for  net  worth,  ex- 
clusive of  real  estate  and  good  will,  is  determined  on  which  interest,  at  the 
local  rate  on  reasonably  secure  investments,  is  computed.  If  there  is  any 
doubt  as  to  the  accuracy  of  any  figures  submitted  on  the  report,  a  letter 
ashing  for  more  detailed  facts  is  sent  to  the  firm  from  which  the  report 
was  received.  Occasionally  several  letters  are  necessary  before  a  satis- 
factory adjustment  can  be  made,  but  in  practically  no  case  has  the  Bureau 
been-dealed  the  facts,  when  the  firm  is  able  to  determine  them.  The  check- 
ing of  the  report  is  the  major  task  to  be  performed  and  the  one  that 
vequlres  the  greatest  amount  of  time  and  expense.  The  care  that  is 
ezerds^,  however,  is  justified  by  the  improvement  in  \he  quality  of  the 
results  secured.  All  the  work  is  done  by  a  paid  staff  working  full  time; 
it  is  not  practical  to  attempt  to  operate  this  organization  on  a  part-time 
basis;  osing  students  whose  academic  duties  must  have  the  right  of  way. 

Percentages,  which  are  based  on  net  sales,  for  each  item  of  expense  and 
profit  as  well  as  ratios  of  current  assets  to  current  liabilities,  accounts  and 
notes  receivable  to  average  monthly  sales,  and  accounts  and  notes  payable 
to  average  monthly  purchases  are  then  computed  and  a  figure  for  stock- 
torn  for  the  store  as  a  whole  is  determined.  To  each  firm  is  mailed  a 
copy  of  the  percentages  computed  from  its  own  figures  to  be  used  in  com- 
parison with  the  summaries  compiled  from  the  reports  of  all  firms.  After 
these  percentages  have  been  computed  for  all  the  reports,  they  are  tabulated 
on  a  regular  form  for  determination  of  the  common  figure. 

When  tiie  common  figure  sheets  have  been  completed,  the  statistician  in 
charge  of  the  researeh  and  the  professor  in  charge  of  the  statistical  courses 
in  the  School  go  over  each  sheet  to  determine  the  common  figure  for  ^eaeh 
item  in  each  grouping.  This  common  figure  is  arrived  at  by  taking  into 
consideration  all  the  available  data;  the  mode,  the  median,  and  the  arith- 
metical average  aU  being  considered  in  view  of  the  dispersion  shown  on  l^e 
sheets.  After  the  common  figure  has  been  determined,  the  highest  and 
lowest  figures  for  each  item  shown  also  are  determined. 

Plans  are  now  under  way  at  the  Bureau  for  the  collection  of  figures  on 
1M2  operations  from  retail  grocery,  shoe,  jewelry,  and  department  stores, 
and  from  the  wholesale  grocery  trade.  While  at  the  start  the  expenses 
inenrred  In  this  research  work  were  paid  from  the  general  fund  of  the 
Bnslness  Sohool,  since  January,  1921,  the  actual  cost  of  carrying  on  these 
investigations  has  been  paid  by  the  trades  thems^ves.  The  Bureau  does 
not  saUait-contribntions  for  time  studies,  but  when  a  trade  manifests  suffi- 
cient interest  in  the  results  to  assume  the  financial  burden  and  will  assure 
a  sufficiently  widespread  interest  on  the  part  of  its  members  to  guarantee 
the  submission  of  a  workable  number  of  reports,  such  research  is  undertaken 
or  oontinnedi  In  assuming  diis  responsibility  the  Bureau  safwuards  the 
confidtfatial  use  of  the  reports  by  having  it  definitely  understood  that  any 
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material  collected  is  to  be  considered  as  the  sole  property  of  the  Bureau 
and  is  not  available  for  consultation  or  other  purposes,  either  to. the  associa- 
tion financing  the  research  or  to  any  other  outside  agency.  The  Burean 
further  reserves  the  right  to  determine  what  material  is  to  be  embodied 
in  the  bulletin  and  how  it  is  to  be  presented.  After  publication,  the  results 
are  distributed  without  charge  to  each  merchant  who  has  cooperated;  to 
others  at  a  nominal  price. 

The  Bureau  does  not  undertake  special  investigations  for  individual  firms 
on  a  conmiercial  fee  basis.  It  obviously  would  be  unethical  for  it  to  use  the 
University's  name  in  collecting  information  from  other  firms  to  be  used 
for  the  private  gain  of  a  single  firm,  even  if  the  latter  paid  the  cost. 

During  the  period  that  these  studies  of  operating  costs  have  been  carried 
on  many  problems  in  store  management,  as  well  as  marketing  problems  of 
wholesalers  and  manufacturers  whose  products  are  distributed  through 
retail  stores,  have  been  brought  to  the  Bureau's  attention.  In  addition 
to  the  figures  on  operating  expenses,  therefore,  a  large  amount  of  informa- 
tion regarding  business  practice  and  especially  many  problems  that  could 
be  used  for  teaching  purposes  have  been  obtained.  This  accumulation  of 
experience  has  been  particularly  valuable  in  helping  to  put  the  courses  in 
Marketing  and  Retail  Store  Management  in  the  Business  School  on  the 
problem  basis.  For  several  years  instruction  in  these  courses  has  been 
exclusively  by  the  problem  method. 

In  December,  1920,  the  Bureau  started  the  experiment  of  collecting 
problems  for  teaching  purposes  in  other  fidds  than  those  in  which  its  organ- 
ized research  formerly  had  been  carried  on.  The  first  subject,  in  which 
this  experiment  was  tried,  was  labor  relations.  The  success  following 
several  months'  experimenting  was  sufficient  to  indicate  that  this  sort  of 
research  was  practical,  and  during  the  summer  of  1921  a  force  of  twelve 
men  was  employed  to  collect  problems  in  such  subjects  as  commercial  bank- 
ing, factory  management,  labor  relations,  lumbering,  and  retail  store  manage- 
ment. Since  that  time  the  collection  of  problems  in  practically  every  field 
of  instruction  in  the  Business  School  has  been  started.  During  the  summer 
of  1922  a  force  of  twenty  field  agents  was  employed  in  this  work;  a  per- 
manent staff  of  eleven  agents  is  maintained  at  the  present  time.  This 
research  has  presented  many  new  problems  of  technique  which  gradually  are 
being  solved,  and  business  men  are  taking  more  and  more  interest  in  it 

After  the  problems  are  collected  by  the  Bureau  they  are  turned  over  to 
the  instructors  in  the  School.  Each  instructor  is  expected  to  publish  with 
his  own  editorial  revision  such  problems  as  he  thinks  best  suited  to  bring 
out  the  principles  of  his  subject  in  classroom  discussion.  The  Bureau  does 
not  undertake  to  work  out  solutions;  it  collects  the  facts  and  presents  the 
situations  as  they  actually  arise  in  business  administration.  The  present 
outlook  is  that  this  research  will  continue  for  at  least  several  years  to  con- 
stitute the  major  portion  of  the  Bureau's  activities. 


QOUNP  TABLE  CONFERENCE  ON  AIMS  AND  METHODS  OF 
COI^LEGE  COURSES  IN  TRANSPORTATION 

Chairman,  W.  E.  Buttbrbauoh,  Syracuse  University 

The  Transportation  Round  Table  brought  together  a  representative 
gKOup  intereflted  in  the  teaching  of  Transportation.  The  two  hours  proved 
altogether  too  short  and  were  entirely  devoted  to  the  aims  of  transportation 
Gpursesu 

The  Chairman  opened  the  discussion  quoting  from  the  address  of  Presi- 
dent Harding  to  Congress^  December  8,  1922: 

"Jio  problem  exceeds  transportation  in  importance^  it  being  the  outstand- 
ing one,"  4Qd  from  a  report  of  President  Ira  W.  Hallis  of  Worcester  Poly- 
technic Institute  on  "Education  and  Training  for  the  Industries/'  delivered 
t9  the  A.  S.  M,  E.  in  New  York  City^  December  4,  1922,  to  the  effect  (1) 
that  the  present  tendency  is  not  to  educate  for  menial  positioQSj  but  to 
train  for  best  citiaenship;  (2)  that  the  latter  calls  for  ability,  first,  to  make 
a  living,  and,  second,  to  use  spare  time  for  both  professional  and  intellectual 
advimoement;  (8)  that  we  do  not  need  the  "intellectual  ari^ocracy"  at 
pitdnmt  (umed  out  by  many  colleges;  (4)  that  we  need  fields  (laboratories) 
for  the  training  of  these  college  trained  apprentices. 

The  Chairman  stated  that  the  college  teachers  of  transportation  iW9Bt 
decide  whether  they  prefer  to  train  their  students  or  simply  to  teadi  them; 
to  make  useful  and  capable  men  out  of  them  or  simply  to  cram  facts  into 
then;  that  there  is  a  big  difference  between  useful  students  and  lennied 
students- 
It  was  said  that  there  was  considerable  indifference  and  some  outright 
hoatiUty  to  the  employment  of  college  trained  men  by  transportation  eom- 
panie^  This  is  a  well-known  fact  and  could  not  be  more  pronounced  even 
if  the;  carriers  incorporated  it  as  part  of  their  standard  practice  and  general 
policy. 

The  Chairman  explained  the  reason  for  this  as  traceable  to  the  college 
classroom,  although  the  carriers  are  not  without  criticism.  The  institutions  of 
learning  and  college  teachers  of  transportation  have  mainly  themselves  to 
blame  for  this  condition.  They  do  not  train  vocationally;  they  are  not 
practical  in  their  courses.  There  is  no  higher  educational  institution  in  this 
country  that  has  properly  studied  and  solved  this  question;  the  courses  of 
all  are  much  too  short  and  are  purely  theoretical.  The  only  opportunity 
to  study  the  practical  side  of  transportation  economics  has  been  left  to  the 
various  correspondence  schools. 

A  very  small  percentage  of  college  trained  and  highly  educated  men 
enter  the  service  of  carriers.  They  give  opportunities  to  the  engineering 
and  the  legally  trained  college  man  but  the  traffic  department  (business  side 
of  the  work)  is  not  opened  up  or  made  attractive  to  college  men. 

The  colleges  can  partly  overcome  this  situation  and  aid  in  solving  the 
nation's  greatest  problem.  To  do  so  they  must  revamp  and  broaden  their 
courses,  TP^king  room  for  "applied  economics"  to  follow  the  "theoretical 
economics";  or  for  a  vocational  structure  to  be  built  upon  a  foundation 
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of  pure  and  elementary  principles.  Entire  schools  of  transportation  mnst 
take  the  place  of  the  small  departments  now  fomid  in  our  larger  Colleges 
of  Business  Administration;  and  these  schools  must  give  specialized  courses 
in  the  steam  railway^  the  electric  railway^  steamship,  automobile,  and  in- 
dustrial traffic;  as  engineering  work  is  broken  up  into  civil,  mechanical, 
electrical,  and  chemical  engineering  courses. 

The  discussion  that  followed  indicated  the  trend  of  courses  to  be  slowly 
toward  the  vocational.  The  older  professors  seemed  to  lean  toward  the 
old  established  courses — ^those  giving  economic  theories  such  as  regulation 
policies,  and  more  particularly  designed  as  cultural  or  classical  rather 
than  vocational.  The  younger  men  seemed  to  appreciate  the  demands  of  the 
times  for  the  practical  courses  following  the  theoretical;  and  they  agreed 
that  a  few  years  of  practical  experience  with  transportation  was  as  necessary 
to  them  as  higher  college  degrees. 

Dean  Rittman  of  the  Carnegie  Institute  of  Technology  was  very  decided 
in  his  satement  that  the  colleges  and  universities  would  be  forced  to  voca- 
tionalize  their  courses  in  Transportation  within  the  next  few  years. 

Among  those  who  entered  into  the  discussion  were  the  following: 
Floyd  L.  Vaughan,  Brown  University;  W.  F.  Rittman,  Carnegie  Institute 
of  Technology;  E.  D.  Strong,  Grinnell  College;  J.  W.  Hamach,  LaSalle 
Extension  University;  H.  G.  Shellow,  Marquette  University;  V.  Curtis, 
Northwestern  University;  L.  E.  Crossman,  Ohio  University;  H.  £.  Hoag- 
land,  Ohio  State  University;  Clyde  O.  Ruggles,  Ohio  State  University; 
F.  Haigh  Dixon,  Princeton  University;  L.  C.  Sorrell,  University  of  Chicago; 
R.  B.  Harris,  University  of  Delaware;  E.  M.  Winslow,  University  of  Iowa; 
I.  Leo  Sharfman,  University  of  Michigan;  Sidney  L.  Miller,  University  of 
Wisconsin;  Wm.  W.  Splawn,  University  of  Texas. 

The  meeting  proved  to  be  much  too  brief  and  was  of  such  interest  to 
those  present  that  the  Chairman  was  instructed  to  apply  to  the  American 
Economic  Association  for  a  place  on  the  1928  convention  program  for 
another  Round  Table  on  Transportation. 


MINUTES  OF  THE  BUSINESS  MEETINGS  OF  THE  AMERICAN 

ECONOMIC  ASSOCIATION  HELD  IN  CHICAGO, 

DECEMBER  27-80,  1922 

The  first  business  meeting  of  the  American  Economic  Association  was 
held  in  the  Congress  Hotel,  December  28,  1922,  at  9  a.m.,  with  President 
Seager  presiding. 

The  reading  of  the  minutes  of  the  last  business  meeting  was  dispensed 
with,  inasmuch  as  they  were  published  in  the  March  Supplement,  Papers 
and  Proceedings  of  the  Thirty-fourth  Annual  Meeting, 

The  annual  reports  of  the  Secretary^  and  of  the  Treasurer'  of  the  Associa- 
tion were  read  by  Mr.  Westerfield.  The  report  of  the  Auditing  Conmiittee' 
was  read  by  Mr.  McDonough  for  Chairman  Armbruster;  of  the  Editor  of 
the  American  Economic  Rbyibw*  by  Mr.  Dewey;  of  the  Special  Finance 
Committee'  by  Mr.  Westerfield  for  Chairman  Seligman.  These  reports  were 
adopted  and  ordered  put  on  file. 

Mr.  Gardner,  for  the  Special  Finance  Committee,  offered  informally  a 
series  of  resolutions,  which  he  reported  he  would  present  formally  at  the 
next  business  meeting. 

Chairman  Marshall  presented  the  report  of  the  Committee  on  Presenta- 
tion of  Social  Studies  in  the  Schools.  It  was  voted  to  adopt  this  report 
and  the  following  recommendations  contained  therein: 

1.  That  the  American  Economic  Association,  and  the  other  interested  assoda- 
tioos,  each  authorise  the  appointment  of  one  member  to  the  board  of  directors  of 
the  National  Council  for  Social  Studies  provided  that  the  foregoing  constitutional 
provisions  be,  in  substance,  put  into  effect  by  that  body. 

2.  That  these  tentative  formulations*  be  received  by  the  parent  societies. 

8.  That  each  society  print  and  mail,  not  later  than  February  1,  1928^  a  copy  of 
these  tentative  formulations  to  each  of  Its  members  with  a  request  for  still  further 
suggestions  and  criticisms. 

4.  That  the  Joint  Comimission  be  authorised  to  draw  up  and  secure  publicity 
for  a  final  formulation  of  (1)  the  purpose  of  the  social  stuoies  in  our  schools,  and 
(2)  the  distinctive  contribution  of  each  field  of  study  to  that  purpose. 

Mr.  Rossiter  reported  for  the  Joint  Census  Advisory  Committee*  of  the 
American  Statistical  and  the  American  Economic  Associations.  It  was  voted 
to  adopt  the  report,  including  the  three  proposed  resolutions,  namely: 


Whbikas^  The  cooperation  between  the  Bureau  of  the  Census  and  the  American 
Statistical  Association  and  the  American  Economic  Association,  established  by  the 
appointment  in  1918  of  a  joint  committee  of  three  from  each  association  to  ad^e 
with  the  Director  of  the  Census  during  the  Fourteenth  Census  period,  has  proved 
of  such  practical  value  to  the  Bureau  that  the  Director  of  Ihe  Census  has  requested 
the  oontinuation  of  such  joint  committee  as  a  permanent  body,  therefore, 

UssoVosd,  That  the  report  of  the  present  Joint  Committee  be  accept^  and  that 
the  resignations  of  the  representatives  be  and  hereby  are  accepted,  and 

Besolosd,  That  this  Association  approve  the  creation  of  a  permanent  joint  advisory 
eommlttee  to  the  Director  of  the  Census  to  consist  of  six  members,  three  of  whom 

>Seep.  244. 
"Seep.  248. 
■See  p.  251. 
«See  p.  208. 
*See  p.  255. 

"See  printed  Bsport  of  ths  Joint  CommUHon  on  ths  Prsssntation  of  Soeiai  StmdUs 
im  tk§  SehooU,  pp.  4-8. 
*Pormerly  called  the  Joint  Coounlttea  on  Faderal  Statistics. 
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•hall  KDresent  this  Association,  and  three  to  represent  the  Statistical  Assoeiatloii, 
9md  §■»  tkree  representatlTas  of  tliis  Association  aliall  be  and  haxehj  are  consti- 
toted  a  stunding  cpmniittee  of  this  AssoeiatioQw  an^ 

B§9olD4d,  That  nuembers  of  said  Joint  cosuniittse  re^esenting  tliis  Association  shaU 
be  appointed  hj  the  Executive  Committee  for  terms  of  one,  two,  and  three  yean 
Tespeetivelj.  MCembers  sliaU  be  eligible  for  reappointment  Election  of  rcpresenta- 
tiVes  of  this  Association  upon  the  newly  constituted  joint  committee  shaU  take 
plaee  on  or  before  January  10,  1928»  and  thereafter  the  annual  vacancy  shall  be 
filled  at  the  meeting  of  the  Executive  Comimittee  immediately  precediqg  the  Ananal 
Meeting  of  this  Association. 

A  Toio  of  thanks  waa  extended  te  th«  outigoing  nembers  ei  this  Com- 
mittee. 

The  Presideiit  then  api>omted  Uie  following  committeet : 

On  Nominatiens:  Mr.  Gardner  (Chairman),  and  Meanrs.  Einl^, 
WiUeos,  Carver,  Fisher. 

Qa  Beaolntions:  Mr.  Hammond  (Chairman),  and  Mesars.  Haney,  Heag- 
lend,  Jaeobson,  and  Miss  Eayea. 

On  Honorary  Members:  Mr.  Carver  (Chairman),  and  Messrs.  Ely, 
Fidiev,  Gardner. 

Bepresealatiyes  on  The  Joint  Commission  on  the  Presentation  ol  Soeial 
Studies  in  the  Schools:     Messrs.  Marshall  and  Kiekhofer. 

Adjoamed. 


The  second  business  meeting  of  the  American  Econonac  Aasodation 
waa  hdd  in  the  Congress  Hotel  Deeember  30,  1982,  with  President  Seager 
presiding. 

The  minutes  of  the  last  business  meeting  (that  of  Deoember  27)  were 
read  and  approved. 

The  minutes  of  the  Executive  Committee  of  December  2S  was  read.' 

Mr.  Baney  explained  the  provisions  of  the  tariff  on  boolcs  and  the  present 
diflbmlties  and  dangers  with  respect  to  proposed  changes  in  the  eopjnright 
law.  It  was  voted  to  refer  the  matter  to  the  Executive  Comawttee  with 
power. 

Progress  was  reported  by  Mr.  Gardner  for  the  Assoeiatiw's  repftaants- 
lives  to  the  American  Council  of  Learned  Societies;  and  by  Mr«  H.  C. 
Taylor  for  the  Committee  to  cooperate  with  the  National  Besoardi  Cowidl 
on  personnel.  It  was  voted  to  receive  these  reports,  to  file  them,  and  to 
continue  the  Committee.. 

Chairman  Seager  reported  for  the  Budget  Committee:  the  refioct  was 
accepted  and  ordered  filed. 

Mr.  Westerfield  read  for  Chairman  Deibler  the  report  of  the  Special 
Membership  Committee.*     It  was  accepted  and  ordered  filed. 

Mr.  Carver,  Chairman  of  the  Committee  on  Honorary  Membersj  tacom- 
mended  enrolling  Vilfredo  Pareto  of  Italy  and  Knut  Wicksell  of  Sweden 
as  honorary  members.     The  report  was  adopted. 


■See  report  of  meeting,  p.  242. 
*See  p.  267. 
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The  f oUoiriBg  redolvtioitas  were  offered  by  Mr.  Gardner  to  ceftj  oqI  Cke 
repoct  of  the  Special  Finance  Committee: 

1.  BMolved,  That  the  American  Bcobomlc  Assodatioii  be  incorporated  ttkd  that 
the  Bzceafiye  Oommittee  be  directed  to  take  the  steps  necessary  to  secnre  such 
incorporation. 

2.  B&soh>0d,  Tliat  the  Special  Com;mittee  on  Finance  be  continued  with  po#er  to 
add  to  iti  members. 

a  B^sohfsd,  That  the  Bzecative  Committee  be  authorised  to  appoint  a  Member* 
ship  Committee  to  serve  for  tliree  years,  and  to  fill  yacandes  in  such  Committee 
during  said  period 

4.  Resolved,  That  iht  Executive  Committee  be  authorised,  if  in  tlieir  judgment  the 
llnaneial  condition  of  the  Association  permit,  to  appoint  a  paid  secretary  of  the 
Membership  Committee^  and  to  appropriate  not  exceeding  $8000  for  tlie  expenses  of 
such  Committee,  indudhig  tiw  salary  of  the  secretary,  for  the  ensuing  year. 

6.  Resolved,  That  paragraphs  1  and  2  of  Artkde  III  of  the  Constitution  be  amend- 
ed so  as  to  read  as  follows: 

1.  Aby  poson  interested  in  economic  inquiry  may,  on  the  nominatloQ 

of  a  member,  be  enrolled  in  the  Association. 

2.  Tliere  shall  be  four  classes  of  active  members  of  the  Association — 

membets  paying  an  annual  fee  of  $5;  subscribing  members  paying 
an  amiual  fee  of  $10;  contributhig  members  pa^^  all  annual  fibe 
4Jt  92$  6f  more(  and  Ufe  men^rs  comprising  thode  mcimben  i9ho 
contribute  $200  or  more  in  a  single  payment  LUSe  membett  shall 
be  exempt  from  annual  does* 

Chairman  Hammond  of  the  Committee  on  Resolutions  ^bmitted  the  fol- 
lowing set  of  resolutions,  which  were  onanimouslj  adopted: 

Hie  memberft  of  the  American  Economic  Assodatioii  !a  attendance  at  Uki  thittf- 
fifth  Annual  Meeting,  held  in  Chicago  on  Deoen^r  27-80^  1022,  wish  to  give  an 
expression  of  their  grateful  appreciation  of  the  courtesies  and  labors  cv  tlHae 
persons  who  made  their  stay  there  a  j^easant  and  memorable  one. 

Th^  wish  further  to  thanlK  the  Local  Committee  on  Arrangements  under  the 
chairmanship  of  Professor  H.  A.  MUlis;  the  City  Club  o*  Chicago;  the  manager  of 
the  Congress  Hotel  and  Annex;  and  the  men^rs  of  the  instructional  staifo  of  the 
Northwestern  University  and  the  University  of  Chicago  for  thetr  courtesies  and 
hospitaUties.  They  also  request  the  Secretary  of  this  Association  to  trantaiit  to  tite 
appropriate  parties  copies  of  these  resolutions  and  to  spread  upon  the  records  of 
the  Assodatfon  this  acknowledgBient  9t  their  obllgatioiis  for  Hie  services  rendered. 

(Signed)  M.  B.  HAMMoxn,  Chairman. 

Lvtnou  Bavks. 

L.  H.  HA3tXT. 

H.  E.  HoAaULMftk 
M.  L.  JaCObsov. 

Mr.  Westerfield,  for  Chairman  Hotchldstt,  teported  for  the  Kardsen 
Prise  Committee. 

President  Seager,  at  the  request  of  Mr.  Merrian^  raised  the  qnestilin 
whether  the  American  Economic  Asaooiation  desired  to  oo&perate  wiA  othet 
asaodations  of  aodal  sdences  in  establisliing  a  Comidl  of  Research  in 
Social  Sdences.  It  was  voted  to  refer  the  matter  to  the  BzecntiTe  Com- 
mittee with  power. 

It  was  voted  to  leare  to  the  Exeeotive  Committee  the  d6temsination  of 
the  time  and  place  of  the  next  Annual  Meeting. 

Qiairman  Gardner  reported  Ae  following  nourinations  for  officer*  for 
the  coming  year: 

For  President:     Carl  C.  Pldm,  University  of  California. 

For  Vice-Presidents:  Fred  R.  Falrchild,  Yale  Universitj;  Bernard  M. 
Bamch^  New  York  City. 
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For  SeereUry-Treasnrer:     Ray  B.  Westerfidd,  Yale  Univeraitj. 

For  members  of  the  ExecntiTe  Committee:     Richard  T.  Ely,  UiiiTernty 
of  Wifloonsin;  Thomas  W.  Page,  Washington,  D.  C. 

For  Managing  Editor  of  the  American  Economic  Rktixw:     Davis  R. 
Dewey,  Massachusetts  Institute  of  Technology. 

For  members  of  the  Editorial  Board:     Walter  W.  Stewart,  Washington, 
D.  C;  James  E.  LeRossignol,  University  of  Nebraska. 

For  member  of  the  Program  Committee:     Lewis  H.  Haney,  New  York 
City. 

The  Secretary  was  directed  to  cast  the  unanimous  ballot  of  the  Assodation 
for  these  nominees.     He  so  acted. 

Adjourned. 
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The  third  ineeting  of  the  Executive  Cominittee  of  the  American  Economic  Ano- 
datioQ  was  held  at  the  Congress  Hotel,  December  28,  lt22»  at  6  P.  M. 

There  were  present  President  Seager,  presiding,  and  Messrs.  Ely,  Gardner,  Ham- 
mond, LAti,  Millis,  Page,  Patterson,  Taylor,  and  Westerfldd.  Daring  part  of  the 
deliberations  Mr.  Deibler  was  asked  to  be  present 

It  was  Toted  to  reomnmend  to  the  incoming  BxecatiTe  Committee  that  a  snb- 
eonmrittee  be  appointed  to  consider  tlie  advisability  of  creating  a  committee  of  the 
American  Economic  Association  to  co6perate  with  organisations  of  business  men. 

The  Treasurer  was  instructed  to  make  certain  changes  in  the  iuTestments  of  tlie 
Association,  namely,  to  procure  a  less  speculatiYe  security  than  the  bonds  of  the 
Republic  of  Haia 

It  was  Toted  to  refer  Mr.  Babson's  offer  of  a  prise  fond  contribution  to  the 
Incoming  ExecutiYe  Committee  and  to  recommend  that  they  give  serious  considera- 
tion to  the  terms  and  conditions  under  which  the  Association  should  in  the  future 
accept  tliis  and  other  prise  fund  contributions. 

It  was  voted  to  recommend  to  the  Association  the  following  change  in  the  oon- 
stitntion: 

That  sections  1  and  2  of  Artide  III  of  the  Constitution  be  amended  so  as  to 
read  as  follows: 

1.  Any  person  interested  in  economic  inquiry  may,  on  the  nomination 

of  a  member,  be  enrolled  in  the  Association. 

2.  Tliere  shall  be  four  classes  (other  than  honorary)  of  members  of  the 

Association — members  paying  an  annual  fee  of  $6;  subscribing 
members  paying  an  annual  fee  of  $10;  contributinff  members  pay- 
ing an  annual  fee  of  $26  or  more;  and  life  numbers  comprising 
those  members  who  contribute  $200  or  more  in  a  single  payment. 
Life  members  sliall  be  exempt  from  annual  fees. 
The  following  resolutions  which  will  be  presented  at  the  next  business  meeting 
of  the  Association  were  approved  by  the  Executive  Contmittee: 

1.  Tliat  the  American  Economic  Association  be  incorporated  and  that  the  Execn- 
tive  Committee  be  directed  to  take  the  steps  necessary  to  secure  such  incorporation. 

2.  That  the  Special  Committee  cm  Finance  be  continued  with  power  to  add  to  its 
members. 

&  That  the  Executive  Committee  be  authorised  to  appoint  a  Membership  Com- 
mittee to  serve  for  three  years,  and  to  fill  vacancies  in  such  Committee  during  said 
period. 

4.  That  the  Executive  Committee  be  authorised,  if  in  their  Judgment  the  financial 
condition  of  the  Association  permits,  to  appoint  a  paid  secreUiy  of  the  Membetship 
Conunittee,  and  to  appropriate  not  exceeding  $8000  for  the  expenses  of  such  Com- 
mittee^ including  the  salary  of  the  secreUiy,  for  the  ensufaig  year. 

Adjourned. 
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MonTiBS  or  MsBniro  or  Bxkcutivs  CoMMTrm,  Dbcbmbbe  80,  1022 

A  meeting  of  the  new  Executive  Committee  was  held  at  the  Uniyersity  CSInb, 
Chicago^  December  80,  1922,  at  12  o'clock. 

There  were  present:  Mr.  Plehn,  presiding,  and  Messrs.  Dewey,  Ely,  Gardner, 
Mlllis,  Seager,  Taylor,  and  Westerfleld.  Mr.  Deibler  was  asked  to  sit  with  the 
Comndttee. 

Voted:  To  refer  the  matter  of  appointing  a  committee  of  the  American  Economic 
Association  on  co5peration  with  organizations  of  business  men,  to  a  committee 
composed  of  Messrs.  Plehn,  Seager,  and  Westerfleld;  and  to  direct  them  to  inquire 
as  to  the  nature  of  Mr.  Rushmore's  ideas  and,  having  determined  upon  the  diesir- 
abillty  of  such  co5peration,  to  report  to  the  Executive  Con^nittee. 

Voted:  To  appoint  as  a  committee  on  policies  for  prise  fund  contributions  Messrs. 
Ely  (Chairman),  Hammond,  Westerfleld,  and  Page;  and  to  ask  them  to  report  at 
the  next  meeting  of  the  Executive  Committee,  or,  if  found  possible  earlier  to  deter- 
mine plans  and  policies  by  mail,  to  report  to  the  Executive  Committee  by  mail  and 
ask  a  vote  on  the  proposed  plans. 

Voted:  That  in  the  opinion  of  the  Executive  Committee  it  is  desirable  to  secure 
a  diarter  of  incorporation  in  the  District  of  Columbia,  and  to  direct  the  Secretary 
to  confer  with  Mr.  Walker  D.  Hines  and  take  such  measures  to  secure  such  charter 
as  may  seem  desirable. 

Voted:  To  appoint  Mr.  Marshall  as  the  representative  of  the  American  Economic 
Association  on  the  National  Council  of  Social  Studies. 

Voted:  To  instruct  the  Secretary  to  procure  from  Mr.  Raney  a  statement  of 
not  more  than  000  words  explaining  the  proposed  copyright  law  and  to  publish  it  in 

the  AlCKBICAX  ECOKOMIC  RXVIKW. 

Voted:  To  appohit  Messrs.  W.  C.  Mitchell  and  Horace  Secrist  to  confer  with 
Mr.  Merriam  and  others  relative  to  the  advisability  of  creating  a  National  Council 
of  Research  in  the  Social  Sciences. 

Voted:  To  hold  the  spring  meeting  of  the  Executive  Committee  on  March  17,  in 
New  York  City. 

Voted:  To  instruct  the  Secretary  to  change  the  form  of  the  bills  for  dues  to 
provide  for  the  four  classes  of  active  members,  and  to  give  the  non-life  members 
annually  the  privilege  of  determining  which  dass  they  prefer  to  be  enrolled  with. 

Votea:  That  it  is  desirable  to  have  Mr.  G.  F.  Warren,  because  of  his  fitness  in 
agricultural  statistics,  and  Mr.  T.  S.  Adams,  because  of  his  fitness  in  financial  sta- 
tistics, to  serve  on  the  Joint  Census  Advisory  Committee;  and  to  authorise  Presidoit 
Plchn  to  confer  with  Mr.  Rossiter  or  others  as  to  which  of  the  two  shall  be  appointed 
by  the  American  Economic  Association,  and  to  direct  him  to  appoint  accordingly. 

Voted:  To  authorise  the  Secretary  to  determine  which  of  the  representatives  of 
the  American  Economic  Association  on  this  Committee  shall  serve  one,  two,  and 
three  years  respectively. 

Voted:  To  appropriate  $1000  from  the  Special  Membership  Campaign  Fund  to 
cover  the  expenditures  of  the  Membership  Committee  and  the  Secretary's  office  in 
procuring  new  members. 

Voted:  To  appoint  Mr.  Deibler  as  permanent  Chairman  of  the  Membership 
Committee  and  to  authorise  him  to  name  the  other  members  of  his  Conmiittee  as  he 
finds  it  expedient 

Adjourned. 
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th  ordet  thut  the  records  of  the  Assoeiation  nay  be  cofiii|>l«te  and  that 
the  members  may  know  fully  what  action  has  been  taken  by  the  BseCtotSire 
Comnuttee  daring  the  year^  the  Secretary  will  include  in  his  report  ^e 
ndnntes  of  the  meetings  of  the  Executive  Committee  on  April  29  and 
Deeettber  97. 

M  nnms  or  liuEnire  or  Exkcutitb  CoionTTBB,  Arao;.  29,  10fifi 

Hm  spring  maetkig  of  ths  Executive  Coaimlttee  was  hM  at  the  CUf  ChA,  New 
York  aty,  April  29,  President  Seager  presidhig,  with  IfsSSfS.  Dswcy,  Oardftwv 
Hatnmondy  Lata,  Page,  Taylor,  and  Westerfldd  also  present 

The  minutes  of  the  last  meeting  were  read  and  approved.    (l>ee.  80,  llAl.) 

Voteds  That  it  is  the  sense  oi  this  Committee  that  it  is  desirable  tO  rcsttne 
payments  for  contributions  to  the  AxsixcAir  Eookomic  Rbvow  aS  soon  aS  it  appeats 
that  tlie  finances  of  the  Association  warrant  such  payments. 

Voted:  That  the  next  Annual  Meeting  be  held  hi  Chicago,  and  that  the  President 
and  Secretary  be  authorized  to  make  such  arrangements  as  seem  satisfactory  With 
respect  to  place  of  meeting  and  with  respect  to  other  associations  meeting  at  Chleago. 

Voteds  That  the  Program  Committee  be  requested  to  arrange  sessums  betn^^een 
Wednesday  ^December  27)  noon  and  Saturday  (December  80)  noon. 

Voteds  That  the  Secretary  be  instructed  to  pubUsh  in  the  June  SuppkmeAt  botti 
an  alphabetical  and  a  geographical  list  of  members,  and  to  place  a  price  of  $1JSD  on 
tlie  book. 

Voted:  That  the  Secretary  be  instructed  to  sell  all  numbers  of  ^  surplus 
publications  at  the  list  prices  without  discounts,  by  single  number,  volume*  or  set 
as  demanded. 

Voted:  That  the  Joint  Census  Advisory  Conmilttee  of  the  American  Economic 
Associtaion  be  continued  for  another  year  and  that  the  Increase  of  the  numbers  of 
the  Committee  to  seven  by  the  addition  of  Professor  Allyn  A.  Young  be  hereby 
authorised;  that  Professors  Wesley  C.  Mitchell,  W.  P.  WiQcoz,  and  E.  R.  A. 
Sellgman  be  continued  as  the  representatives  of  the  American  Bconondc  Association. 

President  Seager  announced  the  fc^owing  appointments  to  the  Budget  Committee: 
Professor  Seager  (Chairman),  Dr.  H.  C.  Taylor,  Professors  Dew^,  HammoBd,  and 
Wflsterfleid. 

Adjourned* 

Mianms  ofe^  Mssmro  or  Exbcutifx  Coxkhtsb,  Dscriffasa  27,  IMQ 

The  sacond  meeting  of  the  Executive  Committee  was  hdd  at  the  Obngiass  HMs^ 
Chicago,  Wednesday,  December  27,  at  5  p.  m.  There  were  presentt  PMiiteil 
Seager,  Vice-President  Page,  presiding,  and  Messrs.  Gardner,  Hammond,  MHlis, 
Patterson,  Taylor,  and  Westerfleld. 

The  minutes  of  the  last  meeting  (April  29)  were  read  and  approved. 

Acting  upon  an  offer  of  the  Babson  Statistical  Organisation,  Inc^  to  present  to 
the  American  Economic  Association  a  sum  of  money,  not  exceeding  ^500,  with 
which  to  conduct  an  essay  competition  among  college  students  on  economic  subjects, 
it  was  voted  that  the  President  appoint  a  committee  of  three  persons  to  consider 
the  offer  and  report  at  the  next  meeting  of  the  Executive  Committee;  and  that 
Mr.  Baldwin,  representative  of  the  Babson  Statistical  Organisation,  be  invited  to 
attend  that  meeting  of  the  Executive  Committee  and  discuss  the  offer.  The  Chair- 
man appointed  Messrs.  Ely  Hammond,  Page,  and  Westerfleld  as  this  committee. 

It  was  voted  to  hold  the  next  Executive  Committee  meeting  at  five  o'dodc 
Thursday,  December  28.     (See  report  on  p.  242. 

Upon  the  question  whether  the  American  Economic  Association  shall  continue  to 
send  the  AmaiCAir  Ecokomic  Revxbw  and  other  publications  free  to  tlie  seventeen 
European  economists  named  by  Professor  Sellgman  as  in  1921  and  1922,  It  was 
voted  to  Instruct  the  Secretary  to  continue  sending  them  for  another  year. 

The  action  of  the  Treasurer  In  investing  Association  funds  in  two  $1000  Standard 
Gas  and  Electric  bonds  and  two  Republic  of  Haiti  bonds  was  approved. 

Adjourned. 
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Confomiiiig  to  the  instnictioiis  of  the  Execative  Committee^  the  Secre* 
tary  ptiUiihed  as  a  supplement  to  the  Jnne  issue  of  the  Amjcricam  Economic 
Rktikw^  a  Handbook,  contamiiig  in  its  110  pages  (1)  a  brief  statement  of  the 
history,  purposes,  and  activities  of  the  American  Econonuc  Association; 
(2)  a  <M>p7  of  its  constitution;  (8)  a  complete  alphabetical  list  of  mend>ers 
and  subscribers;  (4)  a  geographical  list  of  the  same;  and  (5)  a  list  of  its 
publications. 

Owing  to  the  financial  embarrassments  which  the  Association's  treasury 
was  suffering,  the  publication  of  the  Handbook  had  been  suspended  since 
1919. 

Under  authority  granted  by  the  Executive  Committee  under  date  of 
October  7,  1921,  the  Secretary  has  sent  complimentary  copies  of  the 
AicxRicAir  Economic  Rkvuw  to  the  following  European  economists  as  rec- 
ommended by  Professor  E.  R.  A.  Sdigman : — 

A.  AiTAUDir,  Lflle  A.  Iamia,  Turin 

M.  Boam±,  Paris  2.  MA^but,  Budapest 

Lfc  BmMXTMXo,  Munich  W.  Oualsd,  Strassburff 

Lfc  BuscHxa,  Leipdg  M.  Schukacheb,  Berfin 

L.  Dmkekl,  Bonn  J.  ScHVMPsm,  Vienna 

K.  PttLDBs,  Budapest  E.  Scuwamjoxn,  Vienna 

A.  GaAXiAxn,  Naples  W.  Sommjou,  Berlin 

B.  Gmzionn,  Catania  V.  TwatatocuLiaowr,  Petrograd 
J.  Liwiubki^  Warsaw 

Professor  Irving  Fisher  was  appointed  by  President  Seager  as  the  repre- 
sentative of  the  American  Economic  Association  at  the  26th  annual  meeting 
of  the  American  Academy  of  Political  and  Social  Science  at  Philadelphia. 

The  Second  Kardsen  Prise  Essay  C<mipetition,  on  the  subject  "The 
Relations  of  Capital  and  Labor"  has  been  conducted  by  the  Secretary  this 
year.  It  is  a  pleasure  to  report  that  in  this  competition  114  essays  were 
received,  which  are  now  in  the  hands  of  the  committee  on  awards. 

In  the  selection  of  the  judges  for  the  awards  in  this  contest  effort  was 
made  to  get  a  catholicity  of  attitude  toward  the  capital  and  labor  problem, 
and  to  get  men  of  eniinence  whose  opinion  commands  approval  in  their 
respective  fields.     The  judges  are  as  follows: 

Economist:  Willard  E.  Hotchkiss,  Director,  National  Industrial  Federa- 
tion of  Clothing  Manufacturers; 

Public  Man:  Harry  A.  Oarfidd,  President,  Williams  College,  and 
former  Fuel  Administrator; 

Socialist:    John  Spargo,  Author  and  Lecturer; 

Representative  of  Employers:  William  C.  Proctor,  President,  Proctor  St 
Gamble  Co; 

Representative  of  Employees:  Samuel  Gompers,  President,  American 
Federation  of  Labor. 

The  priies  offered  for  the  most  meritorious  essays  are:  first  prise,  $1000; 
second  prise,  $600;  third  priie,  $250.  The  committee  has  not  yet  made 
the  awards. 

After  procuring  quotations  from  various  printing  houses,  the  Secretary 
and  Editor  Dewey  decided  to  change  printers  for  the  Association's  publica* 
tions,  from  the  Princeton  University  Press  to  the  St.  Albans  Messenger 
Press.     It  is  hoped  that  this  move  will  result  in  economy  for  the  Assodn- 
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tion^  but  of  coarse  the  savings  for  the  first  year  have  been  largely  absorbed 
by  the  costs  of  moving  the  surplus  publications  from  Princeton  to  St.  Albans 
and  by  the  preparation  of  a  new  set  of  stencils  for  the  addressograph. 

The  sale  of  surplus  publications  beginning  1921  was  continued  until 
March  1^  1922.  Of  the  unsold  publications^  40  copies  of  each  issue  before 
1910^  150  copies  of  each  issue  from  1910  to  1918^  all  copies  of  each  issue 
since  1918^  and  many  copies  of  each  issue  for  which  there  is  still  a  market 
demand  were  reserved  and  shipped  to  St.  Albans  for  storage^  and  the  re- 
maining copies  were  destroyed. 

The  following  table  indicates  the  changes  in  the  membership  of  the 
Association  during  the  year. 

Members  and  subscribers  in  December,  1921 2927 

Annual  members  in  December  1921 22dD 

Members  resigned  in  1922 99 

Removed  for  lack  of  address 19 

Members  dropped  for  non-payment  of  dues 58 

Annual  members  changed  to  Ufe  members 1 

Annual  members,  died  18    195 

2085 
New  annual  members 201 

Total  annual  members  in  December  1922 2296 

Ufe  members  in  December  1921 102 

Life  members  removed 

Changed  to  honorary  member 1 

Died  1      2 

100 

Annual  members  changed  to  the  life  members 1 

New  life  members  in  1922 1 

Total  life  members  in  December,  1922 102 

Honorary  members  in  December,  1921 3 

New  honorary  members   5 

Total  members  in  December,  1922 2406 

Subscribers  in  December,  1921 592 

Subscribers  discontinued  in  1922 57 

585 

New  subscribers  in  1922 104 

Total  subscribers  in  December,  1922 689 

Total  members  and  subscribers  in  December,  1922 8045 

Net  gain,  1922   118 

The  Secretary's  office  has  cooperated  with  Professor  Deibler^  Chairman 
of  the  Special  Membership  Committee,  in  securing  new  members.  As  will 
probably  be  explained  by  Chairman  Deibler,  he  has  effected  an  organisation 
comprising  the  whole  country;  but,  inasmuch  as  the  long  summer  vacation 
interrupts  the  activities  of  such  an  organization,  it  really  did  not  become 
effective  until  November;  the  nominations  of  the  various  committeemen 
have  been  very  numerous  during  December.  It  is  the  opinion  of  the 
Secretary  that  Professor  Deibler  and  his  committee  should  be  continned 
and  this  membership  campaign  be  prosecuted  with  vigor  for  several  years. 
The  effectiveness  of  previous  campaigns  has  been  lessened  by  their  brevity. 
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Additions  in  1912,  540. 
Additions  in  1918,  271. 
Additions  in  1914,  294. 
Additions  in  1910,  206. 
Additions  in  1916,  819. 
Additions  in  1917,  886. 
Additions  in  1918,  874. 
Additions  in  1919,  811. 
Additions  in  1920,  891. 
Additions  in  1921,  812. 
Additions  in  1922,  870. 


The  following  figures  showing  changes  in  membership  from  1911  to  1922 
should  be  of  interest  in  connection  with  the  present  campaign: 

Memjbersliip,  January  1,  1911 1702 

Additions  in  1911,  814.  Removals,  112.  Net  gain,  702.  Total,  2404 
Removals,  229.  Net  gain,  811.  Totai,  2716 
Removals,  478.  Net  loss,  202.  Total,  2618 
Removals,  888.  Net  loss,  44.  Total,  2469 
Removals,  281.  Net  loss,  26.  Total,  2444 
Removals,  274.  Net  gain,  46.  Total,  2489 
Removals,  274.  Net  gain.  111.  Total,  2600 
Removals,  296.  Net  gain,  78.  Total,  2678 
Removals,  276.  Net  gain,  86.  Total,  2714 
Removals,  289.  Net  gain,  162.  Total,  2866 
Removals,  261.  Net  gain,  61.  Total,  2927 
Removals,  262.  Net  gain,  118.  Total,  8045 
Changes  in  Twelve  Teare 
Additions,  4687.    Removals,  8294.    Net  Gain,  1848. 

Since  1911,  average  net  gain  per  year 118 

Since  1916,  average  net  gain  per  year 86 

The  above  table  shows  that  the  abnormal  gains  of  1911  and  1912  were 
followed  by  three  years  when  there  were  net  losses  of  membership,  and  that 
since  1915  each  year  has  brought  a  net  increase,  the  present  year  being 
second  only  to  1920  in  that  respect. 

The  following  members  have  been  unfortunately  stricken  from  our  list  by 
the  hand  of  death : 
Caxl  B.  Bnxaum  'Ronaa  M ooax 

WnxiAM  J.  Glakk  SncoK  N.  Pattbit  (former  Preeident) 

Egaynnr*  H.  Dowvbt  THOMjks  M.  Robbbtsob- 

JoBor  H.  Flaolbb  Mbs.  Hbnbt  Wadb  Roobbs 

Waiobb  p.  RonoscHnr  Pbakk  A.  Ropbb 

Samubl  T.  Howb  Joseph  H.  Rubstok 

OauufD  IsBBxx  Deuevait  Shtth; 

liBTT  Matbb  Johb-  L.  Swatzb 

Habold  L.  Mbbkbl  JoH3r  Waitaiiakbb 

The  Secretary  has  procured  from  the  ex-presidents  of  the  Association 
their  autographed  photographs,  which  he  plans  to  have  framed  and  hung  in 
his  offices  as  permanent  property  of  the  Association.  It  is  bdieved  that 
these  will  have  a  sentimental  and  historical  value  for  the  Association,  and 
it  is  hoped  that  each  retiring  president  will  furnish  the  Secretary  with  a 
photograph  for  this  purpose. 

The  special  activities  of  the  Secretary's  office  the  past  year  include  the 
following: 

1.  The  editing  of  the  March  Supplement  containing  the  Papers  and 
Proceedings  of  the  Thirty-fourth  Annual  Meeting. 

2.  The  preparation  of  the  Association  Handbook  published  as  a  Supple- 
ment in  June. 

8.  The  sale  of  surplus  publications  from  the  stock  at  Princeton  and  the 
removal  of  a  portion  of  the  unsold  stock  to  St.  Albans. 

4.  The  revision  of  the  mailing  list  and  the  preparation  of  a  complete 
set  of  new  stencils  for  the  addressograph. 

5.  The  preparation  of  careful,  detailed  stock  inventory  records. 

6.  The  conduct  of  the  Second  Karelsen  Prise  Competition. 

7.  Cooperation  with  the  Special  Membership  Committee;  among  the 
acttvities  in  this  connection  several  large  mailing  lists  were  circularised. 

Bespeetf nlly  submitted.  Rat  B.  Wkstsrfxeld,  Secretary. 


ANNUAL  REPORT  OF  THE  TREASURER 

The  following  exhibit  presents  the  cash  receipts  and  expenditnores  of  the 
American  Economic  Association  for  the  year  ending  December  20,  1922. 
The  statement  should  be  interpreted  in  connecticm  with  the  balance  sheet 
and  income  statement  rendered  by  the  Auditing  Committee,  and  the  report 
of  the  Editor  of  the  American  Economic  Rbtiew. 

Cash  Rbcbipts  and  Expbmuitdkbb 

Cash  on  hand  December  20,  1921 9  IjntM 

Reenpts 

Membership  Dues   $11>128J0 

Subscriptions   2^85.58 

Sales  of  Publications 1,0«0.«S 

Reprints    7.18 

Interest  9W.ro 

Maturing  Bonds 2/X)0.00 

Deficit  Fund  Pledges  2S5.00 

Prize  Essay  Publication  Fund 

Oarenee  A  Vemam 1,82^.07 

E.  A.  Karelsen,  2d  Prise  Fund 1,760.00 

Profit  and  Loss 28.98 

— S14B8.49 

■  ■■  *■  ■■  1 

S^enditures  — ^ 

Dues  to  Amer.  Council  of  Learned  Societies $     116.75 

Expenses  of  Committees  196.88 

Furniture  and  Fixtures  6.85 

Investments   8,880.00 

Paper  Stock  1,119.08 

Publications — 

Review  Printing $8,578.87 

Review  Editorial  1,500.00 

Review  Expenses  and  Supplies  1,684.77 

$6,758.64 

Proceedings  and  Handbook 1,612.98 

Prise  Essays  1,827.07 

Sundry  Publicatton  Expenses 955.80 

10,658i»9 

Secretary's  Office 

Travelinff  Expenses  of  Secretary 9     86.96 

Office  SiUaries  8,066.15 

SUtionery  and  Office  Printing 149.12 

Office  Supplies    58.52 

Office  Postage  460.77 

Telephone  and  Telegraph 66.48 

Express  and  Cartage  4.46 

Annual  Meeting  851.98 

Miscellaneous  expenses  81.50 

4^220.89 

Insurance    66.75 

Storage  of  Publications  212.50 

Cash  on  hand,  December  20,  1922 

Central  Trust  Company $  8,258.68 

First  Nat'l  Bank  2,769.75 

Money  Order  not  deposited 4J25 

6,088.68 
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During  tke  year  a  $1000  United  Fruit  Company  bond  which  the  Asso- 
ciation held  was  called  and  $1000  of  Victory  notes  matured.  The  Treasurer 
purchased  through  H.  M.  Byllesby  &  Company,  of  New  York,  two  $1000 
Standard  Gas  and  Electric  Company  7  per  cent  bonds,  due  1987,  at  95;  and 
through  the  National  City  Company,  of  New  York,  two  Republic  of  Haiti 
6  per  cent  $1000  bonds,  due  1952,  at  96^. 

The  investments  of  the  Association  now  amount,  at  cost,  to  $14,628.70, 
and  the  balance  in  the  savings  bank  to  $8258.68;  making  a  total  of 
$17,887.88  of  earning  assets.  The  bank  balance  subject  to  check  amounted 
to  $2774  on  December  20:  some  interest  is  also  realized  on  this  balance 
but  it  is,  of  course,  a  fluctuating  amount.  Against  this  total  of  $20,661.88 
of  available  assets,  it  must  be  kept  in  mind  that  the  Association  holds  $1750 
of  the  Kardsen  Priie  Fund  contribution,  which  will  be  paid  out  the  coming 
year  as  soon  as  the  winners  are  sleected  by  the  Committee  on  Awards. 

It  is  a  pleasure  to  state  that  this  year  the  receipts  have  exceeded  the 
expenditmres  by  $134.19.  The  total  cost  of  the  publication  of  the  American 
Economic  Review  was  $7980.05  as  against  $9003.94  the  preceding  year, 
being  $581.75  less  for  paper  and  $269.95  less  for  printing.  The  total 
cost  of  publishing  the  supplements  was  $2088.92  as  against  $1434.96  in 
1921,  an  increase  of  $658.96.  However,  the  cost  of  issuing  the  extra  supple- 
ment in  June,  namely,  the  Handbook,  was  $677.05 — $524.99  for  printing 
and  $152.06  for  paper — ^and  more  than  accounts  for  that  increase.  In 
sundry  publication  expenses  there  was  an  increase  of  $695.81,  principally 
caused  by  the  expense  of  crating  and  shipping  the  Association's  surplus 
publications  from  Princeton  to  St.  Albans,  the  revision  of  the  mailing  list 
and  preparation  of  a  complete  set  of  new  stencils  for  the  addressograph. 

The  economies  sought  in  change  of  printer  from  the  Princeton  Press  to 
the  St.  Albans  Messenger  Press  were  absorbed  the  first  year  by  the  expenses 
of  moving.  The  publication  of  the  Association  Handbook  and  the  extra 
work  occasioned  by  the  change  of  printer  have  also  forced  the  Secretary  to 
expend  more  money  for  clerical  and  stenographic  assistance. 

Although  the  Association  has  come  through  the  year  with  a  narrow 
surplus  of  receipts  above  expenditures,  the  financial  problem  is  not  yet 
solved.  The  reduction  in  the  size  and  scope  of  the  American  Economic 
Review,  the  failure  to  pay  contributors  to  the  Review,  and  the  limitation  of 
the  usual  and  proper  functions  of  the  Association  are  not  the  best  way  to 
equalise  receipts  and  expenditures.  The  income  of  the  Association  must 
be  increased.  The  present  membership  campaign  should  be  continued  with 
increasing  seal,  and  an  endowment  should  be  solicited.  It  is  hoped  that  the 
Special  Permanent  Finance  Committee  will  propose  means  to  these  ends. 

Based  on  the  averages  for  the  past  three  years  and  on  predetermined 
expenditures  for  the  coming  year,  the  Treasurer  offers  for  the  consideration 
of  the  Budget  Committee  the  following  estimates  of  receipts  and  expenditures 
for  the  year  1928: 

a)    Secretary's  ofBce  expenses: — 

Traveling  and  other  expenses  of  the  Secre- 
tary and  committees  $  195.00 

Sidaries  of  editorial  and  clerical  assistants..    2,850.00 

Postage,  stationery,  and  office  printing 460.00   ' 

Annual  Meeting  250.00 

Miscellaneous  expenses,  indudiog  new  type- 
writer and  new  desk 400.00 

9  4,155.00 
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b)    Pablicatlon  of  Supplements: — 

Paper    $  3B0M 

Prmting  (one  Supplement,  240  pp.) 960.00 

e)    Sundry  publication  expense  (filling  orders  and 
care  of  mailing  list) 

d)    Publication  of  Review:— 

Editor's  salary  and  clerical  assistants 98>SMK).00 

Editorial  office  supplies   825.00 

Paper   1,800.00 

Printing  of  Review 8,600.00 

€)    Storage  and  insurance  

/)    Dues   to    American    Council   of   Learned    So- 
cieties    

g)    Contingent  expense  fund  

Total    

JBm«<P<«:— 

From  dues  

Prom  subscriptions    

From  interest   

Sundry  profit  and  loss 

Total   

Bespeetf ully  submitted. 

Rat  B.  W] 


1310.00 
800.00 


8^75.00 
220.00 

110.00 
480.00 


tL5JMM 


910,920.00 

2,980.00 

1,000.00 

150.00 


«15/MfOjOO 


REPORT  OF  THE  AUDITING  COMMITTEE 


New  Haven  Connecticut,  December  28,  1922 
To  the  American  Economic  Association: 

We  have  examined  the  books  and  accounts  of  the  American  Economic 
Association  for  the  fiscal  year  ended  December  20,  1922,  and  find  that  the 
blaance  sheet  presented  below  and  the  accompanying  relative  income  state- 
ment and  surplus  account  are  correctly  prepared  therefrom. 

Paper  stock  and  investments  have  been  valued  at  cost,  and  we  have  verified 
the  investments  and  cash  by  actual  inspection  or  by  certificates  from  the 
depositories.  The  reserves  for  membership  dues  receivable  and  accounts 
receivable  are,  in  our  opinion,  sufficient  to  care  for  defaults. 

We  certify  that,  in  our  opinion,  the  balance  sheet  is  properly  drawn  up 
so  as  to  show  the  &iancial  position  of  the  Association  on  December  20,  1922, 
and  the  accompanying  relative  income  statement  fairly  states  the  results 
for  the  fiscal  year  ended  at  that  date. 


Respectfully, 


A.  H.  Armbrustbr. 
John  D.  Hauslbin. 
John  £.  McDonouoh. 

Auditing  ComnUttee. 


Balajtce  Sheet  ab  at  Degembee  20,  1922 


A990t9 

Cash  !n  New  Haven  Bank  and 
on  Hand $  2,774.00 

Cash  in  Savings  Account, 
Central  Trust  Company  Cam- 
bridge, Mass 8^08.68 

Investments  14,628.70 

Membership  Dues  Re- 
ceivable     $1,867.20 

Less      Reserve     for 
Mem.  Dues  Rec...     500.00 


LiabUUiet 

Membership  Dues  Prepaid $     446.20 

Life  Memberships  8,700.00 

Deficit  Fund  Contributions 255.00 

Karelsen  Prise  Fund  Contribu- 
tion         1,750.00 

Surplus   16,969.88 


Accounts  Receivable..     258.19 
Less  Reserve  for  Bad 
Accounts  Receivable.       77.44 


Paper  Stock 

Furniture  and  Fixtures. 


867.25 


180.75 

89.10 

812.65 


922,111.18 


$22,111.18 


Ikcoke  Statekekt  worn,  Yeae  Einun  Degembee  20, 1922 

Ordinary  Income 

Dues    $11,866.10 

Lets  Defaulted  Dues  467.50 

$10,898.60 
Interest 

On  Investments   $  784.45 

On  Bank  Deposits,  etc.  264.88 

998.78 

Sundry  Profit  and  Loss 160.84 

$12,048.22 
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Ordinary  Oatgo: 

Oflioe  Salaries  $  8^0M.15 

Traveling  EzpenBes  of  Secretary d6M 

SUtioneiy  aad  Office  Printing 140.12 

Postage   469.88 

Office  Supplies   58  Ja 

Telephone  and  Telegraph 9$M 

Bacpressage 4^48 

Annual  Meeting  851i^8 

Dues  to  American  Council  ot  Learned  Societies...  110.76 

Miscellaneous   81.00 

BxpcDBtsa  of  Conunlttees lOOM 

Bzoess  of  Ordinary  Income $  7,814Ji 

Pnblieatien  Ovtgos 

Printing  $  4,7W» 

Editorial    * I,60a00 

Editorial  Expenses  and  Supplies 1,004.77 

Proceedings  and  Handboolc  ^000.09 

Sundry  Expenses  of  Printers 966^ 

Storage  of  Publications 212.60 

Insurance   00.76 

$11,806US2 

Publication  iMOHie: 

Suhqcrtotiops    $8428.20 

Less  i)ef aulted  Subscriptions 168.76 

9  2fi7UfB 

Sales  of  Publications 948^ 

8,922.77 

Excess  of  Publication  Outgo 7,880.76 

Net  Surplus  for  year 9    184J9 

SuaPLUS  A/Qoqojn,  Dii^Kinnni  20,  1922 

Balance^  December  20,  1921 9  W^^ 

Additions: 
Net  Surplus  for  Year  as  shown  in  the  Income  Statement 

for  Tear  Ended  December  20,  1922 $     184.19 

Transferred  from  Deficit  Funds  representing  net  omount 

contributed  during  1921  I(VB246 

-. 10^44 

tlOil69JB8 
Deductions: 
Transferred  to  Life  Memberships 200.00 

Surplns  per  Balance  Sheet  December  20, 1922. « 9l6|9i9 J8 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR  ENDING 

DECEMBER,  1922 

The  cost  of  the  Review  during  the  past  year  was  $7980.05,  as  compared 
with  $9008.94  in  1921,  a  redaction  of  $1028.89.  This  saving  has  been 
in  large  part  due  to  the  reduced  cost  of  paper.  In  1921  this  item  amounted 
to  $1778.76,  and  in  1922,  to  $1192.01.  The  balance  of  the  saving,  $442.14, 
is  in  part  due  to  a  slight  reduction  in  the  number  of  pages  printed.  During 
the  past  year  752  pages  were  issued  as  compared  with  772  in  1921.  In  the 
hope  of  reducing  costs,  the  printing  was  transferred  at  the  beginning  of  the 
year  from  the  Princeton  University  Press  to  the  St.  Albans  Messenger 
Company,  St.  Albans,  Vermont. 

By  principal  items  the  cost  of  the  Review  during  the  past  year  has  been 
as  follows: 

Salary  of  editor $1500.00 

Clerical  assistance 1870.00 

Supplies    814.77 

Printing  (including  paper)   4795^28 

$7980.05 
As  in  1921,  no  payments  were  made  to  contributors. 

For  the  next  year,  the  following  estimate  of  cost  based  upon  printing 
800  pages,  and  the  same  number  of  copies  as  now  printed  (approximately 
8500)  is  submitted: 

Printing   $8200.00 

Paper    1200.00 

Reprints,  postage,  etc 500.00 

Editorial    1500.00 

Qerical  assistance 1500.00 

Supplies    400.00 

Total $8800.00 

If  payment  to  contributors  is  resumed,  $1 500  in  addition  is  desired,  making 
a  total  of  $9800. 

The  following  persons  have  served  as  editors:  Professor  Julius  H. 
Parmelee  and  Professor  Carl  C.  Plehn,  whos6  terms  expire  this  year; 
Professor  David  A.  McCabe  and  Professor  O.  M.  W.  Sprague,  whose  terms 
expire  in  1928;  and  Professor  B.  H.  Hibbard  and  Professor  G.  A.  Kleene, 
whose  terms  expire  in  1924. 

Professor  N.  R.  Whitney  has  very  kindly  undertaken  the  abstracting  of 
periodicals  on  "Money,  Prices,  Credit  and  Banking,"  and  Mr.  E.  S.  Gregg, 
the  abstracting  of  periodicals  on  "Shipping." 

During  the  past  year  119  persons  have  cooperated  in  writing  for  the 
Review,  including  leading  articles,  communications,  reviews,  document  notes, 
and  periodical  abstracts. 

Appended  are  the  comparative  tables  showing  the  distribution  of  contents 
and  cost  by  principal  items,  in  continuation  of  tables  previously  given. 

Davis  R.  Dewey, 

Managing  Editor. 
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Table  1. — Paobs  GivBir  to  Each  Sbctiok 


New 

Documents, 

Year 

Leading 

Reviews 

books 

reports, 

Periodical 

Notes 

Doct. 

Totals 

articles 

listed 

etc. 

abstracts 

diss. 

1911 

342 

304 

62 

89 

133 

40 

8 

978 

1912 

291 

298 

101 

110 

186 

41 

11 

1038 

1913 

347 

268 

104 

141 

167 

43 

8 

1078 

1914 

327 

243 

136 

113 

166 

35 

10 

1030 

1915 

314 

257 

90 

142 

144 

42 

14 

1003 

1916 

388 

256 

91 

90 

140 

46 

13 

1024 

1917 

378 

192 

110 

127 

120 

42 

15 

984 

1918 

372 

157 

91 

112 

99 

41 

17 

906 

1919 

373 

163 

154 

103 

95 

47 

12 

948 

1920 

387 

109 

155 

98 

122 

42 

15 

936 

1921 

331 

103 

133 

39 

117 

38 

11 

772 

1922 

293 

91 

159 

35 

124 

37 

13 

752 

Table  2. — Expbnditubes 


Printing, 

Payments 

Year 

including 
paper 

Salary  of 
editor 

to  contri- 
butors 

Clerical 

Supplies 

Totals 

1911 

$2,495.18 

$1,500.00 

$1,320.25 

$865.50 

$413.51 

$6,730.59» 

1912 

3,220.83 

1,500.00 

1,114.50 

794.58 

292.68 

6,922.90 

1913 

3,328.01 

1,500.00 

1,269.35 

983.09 

325.10 

7,404.55 

1914 

3,023.62 

1,500.00 

1,312.25 

1,236.29 

459.18 

7,531.34 

1915 

2,834.91 

1,500.00 

1,210.00 

1,171.87 

286.86 

7.003.64 

1916 

3,257.27 

1,500.00 

1,422.50 

1,173.93 

339.86 

7.694.06 

1917 

3,762.37 

1,500.00 

1,267.00 

1,151.30 

326.01 

8,006.68 

1918 

3,497.73 

1,500.00 

1,203.25 

1,260.06 

332.73 

7.793.73 

1919 

5,049.50 

1,500.00 

1.231.50 

1,325.93 

347.84 

9,454.77 

1920 

6,656.31 

1,500.00 

1,122.75 

1,595.64 

307.20 

11,181.90 

1921 

5,646. 97» 

1,500.00 

64.50 

1,472.50 

319.97 

9,003.94 

1922 

4,795.28» 

1,500.00 

1,370.00 

314.77 

7,980.05 

^Includes  $186.16,  traveling  expenses  of  editors. 
'Includes  $1778.76,  cost  of  paper. 
'Includes  $1192.01,  cost  of  paper. 


REPORT  OF  THE  SPECIAL  COMMITTEE  ON  FINANCE  OF  THE 
AMERICAN  ECONOMIC  ASSOCIATION 

As  a  result  of  the  authorization  given  to  the  chairman  of  the  committee 
at  the  last  annual  meeting,  he  asked  Professors  Ely,  Famam,  Hollander, 
Taussig,  and  President  Kinlej  to  help  him  in  the  work  of  the  committee. 
The  $10,000  which  were  raised  a  year  or  two  ago  served  to  pay  off  our 
debt  and  to  add  a  substantial  smn  to  our  invested  funds  so  that  we  have 
been  able  during  the  past  year  almost  to  balance  our  budget.  In  order  to 
accomplish  this,  however,  the  Association  has  been  obliged  to  exercise 
economies  which  have  cramped  its  activity.  It  has  been  obliged  to  decrease 
the  size  of  its  Review  ;  to  abandon  the  payment  of  even  modest  honoraria  to 
its  contributors;  and  to  curtail  its  efforts  to  secure  new  members. 

At  a  meeting  of  the  committee  held  in  November  in  New  York,  the 
following  recommendations  were  agreed  upon: 

The  conmiittee  recognizes  the  immediate  need  of  larger  funds  for  the 
Association.  These  funds  should  be  supplied  not  only  through  an  endeavor 
to  increase  the  permanent  invested  funds  and  especially  in  the  shape  of  an 
endowment  fund,  but  also  through  an  increase  in  the  membership.  In 
order  to  make  possible  a  large  endowment  fund,  the  committee  recommends 
that  the  Association  be  incorporated.  In  the  meantime  earnest  efforts 
should  be  made  to  increase  the  membership.  In  order  to  provide  for  a  much 
desired  continuity  of  effort,  we  reconmiend  that  the  membership  committee 
be  constituted  of  members  who  will  serve  for  three  years,  and  that  the 
chairman  of  the  membership  committee  shall  be  ex  officio  a  member  of 
the  Executive  Committee.  We  also  recommend  that  a  permanent  secretary 
be  secured  for  the  membership  committee  in  order  to  wage  an  effective 
campaign  for  an  increase  of  membership. 

The  committee  estimates  that  the  cost  of  the  permanent  membership 
secretary  would  be  about  $3000.  Inasmuch  as  it  is  highly  desirable  to 
reintroduce  the  practice  of  paying  for  articles  and  reviews  and  of  strengthen- 
ing the  publications  in  other  respects,  which  will  cost  another  $2000,  the 
committee  believes  that  an  attempt  should  be  made  to  raise  a  fund  of  $6000 
for  three  years.  At  the  end  of  that  time  it  is  hoped  that  our  membership 
will  have  been  increased  to  such  a  point  as  to  render  us  self-supporting. 

The  committee  has  therefore  invited  all  the  former  subscribers  to  the 
$10,000  fund  to  contribute  to  this  new  three-year  $5000  fund.  Owing  to 
some  unforeseen  delays,  the  invitations  were  sent  out  only  very  recently. 
Up  to  date  out  of  forty-seven  invitations  fourteen  replies  have  been  received, 
with  one  three-year  contribution  of  $250  and  with  four  annual  contributions 
of  $100,  making  a  total  received  to  date  of  $650.  In  addition  six  contribu- 
tions amounting  to  $800  have  been  received  for  the  current  year,  making  the 
total  for  the  first  year  $1450. 

In  order  further  to  strengthen  the  financial  condition  of  the  Association, 
your  committee  recommends  that  the  membership  of  the  Association  be 
divided  into  three  classes — members,  with  an  annual  fee  of  $5 ;  subscribing 
members,  with  an  annual  fee  of  $10;  and  contributing  members,  with  an 
annual  fee  of  $25  or  more.  The  committee  feels  confident  that  many 
members  of  the  Association  who  can  afford  to  do  so  would  enroll  in  the 
two  higher  classes  of  membership.     The  committee  recommends,  therefore. 
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that  the  entire  membership  be  canyassed  with  a  view  of  securing  as  manj 
as  possible  of  the  new  classes  of  members. 

We  recommend  that  this  committee  be  continued  for  another  year.  Inas- 
much, however,  as  the  chairman  of  the  committee  sails  for  Europe  in 
January,  1928,  to  be  gone  for  eight  months,  it  is  recoomiended  that  some 
other  chairman  of  the  committee  be  appointed. 

Edwin  R.  A.  Sklioman,  Chairman. 
R.  T.  Elt. 
H.  W.  Farnam. 
J.  H.  Hollander. 

D.  KXNLET. 

F.  W.  Taussig. 


REPORT  OF  THE  MEMBERSHIP  COMMITTEE 

The  following  brief  report  from  the  Membership  Committee  presents 
what  has  been  done  by  the  committee.  There  has  been  organized  in  most 
of  the  states  and  in  three  of  the  Canadian  provinces  a  membership  com- 
nnttee.  In  some  of  the  more  populous  sections  of  the  country,  especially 
where  there  are  large  cities,  two  committees  have  been  formed  within  a  state, 
so  that  there  are  now  forty-six  such  local  committees  at  work. 

In  each  instance  a  chairman  was  found  and  he  was  requested  to  select 
four  or  five  persons  who  he  felt  would  take  an  active  interest  in  extending 
the  membership  of  the  Association.  Altogether  about  125  persons  have 
signified  their  willingness  to  cooperate  in  this  project.  We  have  turned  our 
attention  toward  graduate  and  advanced  students,  to  bankers,  and  lawyers, 
and  to  associations  of  business  men  where  there  has  been  any  indication 
that  a  library  or  a  research  department  was  maintained.  In  one  state  the 
list  of  teachers  of  economics  in  the  high  schools  has  been  compiled  and  the 
persons  solicited.  The  purpose  has  been  to  bring  the  Association  to  the 
attention  of  those  persons  or  associations  most  likely  to  become  permanently 
interested  in  its  work. 

This  constitutes  the  work  of  the  committee.  In  some  instances  the 
chairman  of  the  local  committee  has  reported  to  me  the  success  of  his  efforts, 
and  these  have  been  as  a  rule  encouraging.  The  results,  of  course,  are 
registered  with  the  Secretary  of  the  Association.  However,  I  have  con- 
fidence to  believe  that  the  influence  of  this  organization  will  be  felt  throngji- 
out  the  present  college  year  and  a  net  addition  to  the  membership  of  the 
Association  will  be  shown. 

Through  the  efforts  of  the  committee  158  members  have  been  added  to 
date.     There  have  been  591  recommended. 

Respectfully  submitted. 

F.  S.  Deiblrr,  Chairmam, 
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ADDRESSES  BY  FRIENDS  OF  DR  PATTEN 

AT  THE  ANNUAL  MEETING  HELD  IN 

CHICAGO,  DECEMBER  29,  1922 


RECOLLECTIONS  OF  THE  LIFE  AND  WORK  OF 
PROFESSOR  SIMON  N.  PATTEN 

By  Richaed  T.  Ely 

My  acquaintance  with  Patten  began  in  the  summer  of  1877  in  Halle. 
He  was  then  finishing  his  studies  in  Germany  and  I  was  beginning  mine. 
Patten  was  a  connecting  link  in  Halle  between  Dr.  E.  J.  James,  who 
had  just  left  for  the  United  States  (having  received  his  Ph.  D.),  and 
myself.  My  connection  with  Patten  and  his  activities  was  continuous 
from  that  time  practically  until  his  death. 

I  have  been  reviewing  in  my  mind  the  impressions  produced  upon 
me  by  Patten's  personal  characteristics,  the  experiences  of  his  life  as 
they  fell  under  my  observation,  and  his  scientific  bent  and  achievements. 
Let  me  at  once  say  that  the  result  of  this  contemplation  of  the  finished 
life  heightens  my  impression  of  its  significance  for  the  history  of 
economics  in  the  United  States.  But  before  going  on  to  speak  of 
Patten's  place  among  economists  let  me  say  a  word  about  Patten  on  the 
personal  side. 

Patten's  life  was  the  simple  one  of  the  scholar ;  but  one  not  entirely 
devoid  of  dramatic  incidents  touched  with  a  certain  tragic  pathos  at 
times.  I  remember  meeting  him  in  Halle,  where  I  was  an  entire 
stranger.  The  impression  that  I  had  was  that  of  a  man  overflowing 
with  kindness.  He  was  eager  to  help,  and  I  owed  a  great  deal  to 
him  at  this  time  in  my  life.  He  introduced  me  into  the  cultured  family 
of  Frau  Pastor  Lange,  whose  daughter  Margarethe  had  become  en- 
gaged to  Dr.  James.  Mrs.  Lange's  father  had  had  a  career  as  a  pro- 
fessor in  the  University,  and  the  family  had  acquaintances  among  the 
cultured  people  in  the  city.  As  I  think  of  his  helpfulness,  one  thing 
that  stands  out  in  my  mind  is  his  pleasure  in  any  least  bit  of  personal 
success  on  my  part.  He  was  ever  a  good  friend  and  wanted  to  help 
not  only  human  society  in  general,  but  he  coupled  with  this  general  and 
warm  humanitarianism  a  personal  devotion  to  those  with  whom  he 
came  in  contact;  and  the  two  (as  we  all  know)  do  not  always  go 
together. 

Patten  desired  companionship,  and  particularly  did  he  long  for  an 
understanding  of  his  efforts  and  sympathetic  cooperation  in  self- 
expression.  A  tragic  element  in  his  life,  it  seems  to  me,  came  from 
the  fact  that  his  marked  individuality  and  a  certain  lack  of  flexibility 
too  often  kept  him  from  that  closeness  of  personal  companionship  and 
intellectual  cooperation  that  he  desired.  He  wanted  to  cooperate 
with  others,  and  he  did  to  some  extent,  but  he  never  found  the  one  whom 
he  most  needed  to  aid  him  in  full  self-expression  and  in  making  the 
world  understand  fuUy  the  message  that  he  had  to  give. 
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One  of  Patten's  services  was  his  participation  in  the  formation  of  the 
American  Economic  Association  of  which  he  was  always  a  loyal  ad- 
herent, although  the  program  adopted  was  quite  different  from  that 
which  he  and  Dr.  James  had  elaborated  and  which  he  had  especially  at 
heart.  His  own  papers,  published  by  the  American  Economic  Associa- 
tion, are  very  important  contributions  and  represent  developments  in 
his  own  thought.  I  mention  particularly  the  paper  which  he  presented 
at  the  Philadelphia  meeting  of  our  Association  in  1888,  the  one  on 
Malthus  and  Ricardo.  In  re-reading  it  in  preparation  for  this  paper 
I  was  struck  anew  with  its  strength.  It  is  in  many  ways  a  masterly 
presentation.  But  what  I  especially  wish  to  say  is  this:  when  he 
presented  that  paper  I  watched  the  faces  of  the  economists  present 
and  I  felt  that  then  and  there  he  gained  a  place  among  the  economic 
thinkers  of  our  own  country.  There  could  no  longer  be  any  question 
that  Professor  Patten  was  to  be  reckoned  with  as  one  of  the  American 
economists. 

I  have  been  looking  through  my  correspondence  with  Patten  and  I 
find  some  things  of  special  interest,  but  not  so  much  as  I  had  hoped. 
One  letter  written  on  October  22,  1909,  gives  the  impressions  produced 
on  him  by  Germany,  and  the  changes  in  his  outlook  upon  life  and 
science  brought  about  by  the  years  in  Germany.  Patten  had  gone  to 
Germany  from  the  Corn  Belt  of  the  United  States.  He  was  brought  ' 
up  in  Sandwich,  Illinois,  on  a  farm,  and  illustrated  in  his  own  person 
that  influence  of  environment  which  we  aU  illustrate  and  which  he 
emphasized.     The  letter  to  which  I  refer  I  quote  as  follows : — 

Dear  Ely: 

The  attitude  of  those  of  us  who  went  to  Germany  to  study  80  years  ago 
differed  from  the  attitude  of  the  same  men  who  later  formed  the  American 
Economic  Association  in  that  the  former  was  negative  while  the  latter  was 
positive.  I  had  little  notion  of  what  I  was  to  see  in  Germany  when  I  went 
but  I  had  very  definite  notions  when  I  returned.  I  was  tired  of  American 
politics  and  traditional  religion,  and  even  more  disliked  classical  studies. 
It  was  a  craving  for  a  broader  view  that  lured  me  to  Germany,  and  while 
there  I  learned  to  base  my  thought  on  the  world's  experience  instead  of  on 
conventional  English  ideas.  The  study  of  history  did  even  more  for  me 
than  that  of  economics.  I  came  back  in  open  revolt  against  the  traditional 
concepts  of  our  race  and  found  the  narrow  self-satisfied  attitude  of  the 
American  very  trying.  The  American  Economic  Association  was  a  protest 
not  only  against  the  narrow  English  economics  but  also  against  the  current 
political  and  social  ideas.  It  has  narrowed  its  functions  since  the  Poli- 
tical Science  Association  and  the  Sociologists  have  split  off  from  it.  We 
combined  in  ourselves  all  three  of  these  functions  and  the  influence  of  the 
Association  in  its  early  days  was  as  much  in  politics  and  sociology  as  in 
economics.  The  fruit  of  our  efforts  is  not  only  the  changes  in  the  field  of 
economics,  great  as  it  is,  but  also  the  social  and  political  changes  that  were 
bound  up  with  them.     It  is  hard  to  reproduce  this  general  attitude  because 
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we  have  all  become  specialists,  but  this  broader  viewpoint  represents  the 
attitude  of  those  who  strove  to  form  the  new  Association. 

Cordially, 

S.  N.  Pattin. 

A  little  later  in  the  same  year  he  wrote  me  another  letter  commenting 
upon  a  paper  that  I  had  written  about  the  history  of  the  American 
Economic  Association.  I  think,  too,  it  is  well  to  quote  this,  although 
I  must  say  incidentaUy  that  I  think  he  did  not  quite  understand  my 
position  to  which  he  referred,  and  from  which  he  dissented  to  a  certain 
extent.  This  letter,  like  the  preceding  one,  has  significance  in  the 
development  of  economic  thought.     It  is  as  follows : — 

You  do  not  emphasize  enough  the  cause  of  the  Association  in  the  state 
of  opinion  that  then  prevailed,  the  wordy  conflicts  between  free  trade  and 
protection  advocates,  and  the  endless  harangues  on  paper  money;  a  public 
that  would  hear  nothing  else,  and  a  press  that  knew  of  no  other  public 
issues.  To  say  these  things  plainly  may  still  arouse  some  antagonism,  but 
you  are  writing  for  a  future  audience  and  should  make  plain  why  we  felt 
that  we  should  stand  shoulder  to  shoulder  in  an  earnest  conflict. 

The  second  impression  is,  you  underestimate  the  maturity  of  thought  of 
those  who  created  the  Association.  We  were  not  a  group  of  school  boys,  but 
earnest,  mature  men  with  plans  as  definite  and  as  various  as  have  since 
appeared. 

Clark,  Walker,  James,  Adams,  Jenks,  ourselves,  and  others  had  the 
germs  of  future  growth  well  started  in  1885.  Each  had  shown  the  line  in 
which  he  was  to  move,  and  there  was  as  much  divergence  in  1885  as  today. 

You  assume  too  simple  a  state  of  affairs  when  you  assume  that  we  all 
accepted  as  a  slogan  the  historical  school  or  any  other  mode  of  thought 
we  inherited  from  our  school  days.  We  were  not  German  students  but 
American  thinkers  that  united  to  form  the  Association. 

In  apparent  opposition  to  this  statement  of  diversity  of  belief,  but  yet 
in  perfect  harmony  with  it,  is  the  fact  that  we  all  wanted  a  program  of 
some  sort  so  as  to  express  more  sharply  our  differences  from  the  dominant 
school  of  thought  that  we  were  all  squarely  opposed  to  and  meant  to  fight 
even  to  the  last  ditch.  We  knew  we  had  a  struggle  before  us  and  we 
wanted  no  doubt  as  to  our  unity  and  who  our  enemies  were. 

All  this  is  perfectly  true,  and  yet  only  a  few  years  later  when  the  victory 
was  won,  we  no  longer  wanted  a  partisan  attitude  but  one  of  scientific 
impartiality. 

Patten  thought  that  in  my  statement  of  the  aims  and  purposes  of  the 
association  that  we  were  founding  (which  became  the  American  Econ- 
omic Association)  I  did  not  speak  strongly  enough  in  our  dissent  from 
Doctrinaire  Free  Trade.  In  this  connection  I  quote  from  an  earlier 
letter  written  from  Sandwich  in  1886: — 

I  am  a  strong  advocate  of  restrictions  on  trade.  I  do  not  see  what  we 
can  do  or  how  we  can  accomplish  anything  without  restricting  trade.  It 
seems  to  me  the  very  object  of  our  Association  should  be  to  deny  the  right 
of  individuals  to  do  as  they  please  and  that  of  course  is  restricting  trade. 
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What  Patten  refers  to  is  evidently  the  statement  that  in  the  ^study 
of  the  industrial  and  commercial  policy  of  government  we  take  no 
partisan  attitude.  We  believe  in  a  progressive  development  of  econ- 
omic  conditions  which  must  be  met  by  corresponding  development  of 
legislative  policy." 

This  will  recall  to  the  attention  of  all  of  us  who  knew  Patten  that 
he  was  in  principle  a  protectionist.  There  may  have  been  those  who 
associated  his  doctrine  of  protection  with  the  fact  that  he  was  a 
professor  in  Pennsylvania  (the  stronghold  of  protectionism)  but  it  is 
more  than  an  absurdity — it  is  an  injustice  to  an  open-minded  thinker — 
to  suppose  that  he  was  swayed  by  any  unworthy  motives.  The  princi- 
ple of  protectionism  was  an  essential  part  of  his  theory.  It  is  appro- 
priate on  this  occasion  to  mention  that  General  Francis  A.  Walker, 
the  president  of  the  Massachusetts  Institute  of  Technology,  conceived 
a  great  admiration  for  Patten  on  several  accounts,  but  especially  on 
account  of  his  scientific  advocacy  of  protectionism.  Although  General 
Walker  dissented  from  Patten's  views  concerning  protection  and  free 
trade,  he  said  very  emphatically  that  he  would  very  much  like  to  have 
Patten  on  his  faculty  if  there  were  room  for  another  economist,  in 
order  to  have  an  advocacy  of  protective  tariff  strictly  from  a  scientific 
point  of  view. 

After  returning  to  this  country,  the  first  time  I  met  Patten  (if  I 
recall  correctly)  was  in  1885  when  I  was  visiting  Pullman  and  writing 
an  article  on  the  peculiarities  of  that  place.  I  recall  how  helpful  he 
wa^  in  getting  at  the  true  feeling  and  attitude  of  the  employees  and  in 
finding  out  the  real  nature  of  this  experiment — an  experiment  not 
a  complete  success  but  one  which  perhaps  we  were  inclined  to  criticise 
somewhat  too  severely,  not  fully  appreciating  certain  good  features. 
I  remember  at  this  time  Patten  and  Mrs.  Ely,  then  a  bride,  developed 
a  taste  for  buttermilk — for  the  reason  that  they  found  the  man  who 
sold  the  buttermilk  was  talkative  and  a  good  deal  of  information  was 
derived  from  him,  as  weU  as  from  a  shoemaker  who  repaired  shoes  that 
with  surprising  frequency  seemed  to  demand  attention.  YHiat  I 
especially  recall,  however,  was  the  manuscript  of  his  book  Premises  of 
Political  Economy,  which  he  brought  with  him  and  which  was  his  first 
published  book.  We  went  over  this  together  and  I  think  it  occupies 
a  position  of  significance  in  the  history  of  economic  thought  in  this 
country.  It  illustrates,  also,  the  method  of  Patten,  and  the  subsequent 
history  of  the  book  some  of  his  limitations. 

Speaking  of  a  bride's  experience,  I  am  reminded  of  an  incUent. 
We  had  not  been  married  long  before  we  had  the  good  fortune  to 
entertain  Professor  Patten  as  a  guest  in  our  Baltimore  home.  Mrs. 
Ely  had  heard  the  discussion  of  Patten's  theory  of  economics  and 
gathered  the  impression  that  it  would  be  a  great  thing  to  help  lower 
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the  rent  of  land  and  thus  alleviate  the  distress  in  the  country  by  turn- 
ing from  wheat  bread  to  corn  bread.  It  was  not  a  difficult  under- 
taking for  the  Virginia  girl,  accustomed  to  many  Tarieties  of  com 
bread;  so  we  provided  Professor  Patten  generously  with  the  great 
variety  of  breads  made  of  corn  meal,  and,  of  course,  of  white  com  meal 
— ^the  only  proper  kind  for  Southern  bread.  Unhappily,  the  food  that 
we  set  before  him  in  our  efforts  to  reduce  the  rent  of  land  did  not 
seem  to  agree  with  him,  for  he  was  quite  ill  in  the  middle  of  the  night, 
and  the  next  morning  was  obliged  to  return  home.  This  was  a  sad 
end  of  the  early  efforts  in  our  household  to  reform  society  by  a  diet 
corresponding  to  American  conditions. 

Patten  was  a  deductive  thinker.  He  wanted  to  establish  a  new 
economics  more  calculated  in  his  opinion  to  promote  human  happiness 
than  the  old  economy  of  the  English;  but  he  used  to  argue  that  the 
classical  economists  and  their  adherents  in  this  country  must  be  met 
deductively.  Deduction  had  to  be  overthrown  by  deduction,  in  his 
opinion,  and  could  not  be  successfully  controverted  by  statistical  and 
historical  studies.  His  aim,  then,  was  to  find  flaws  in  the  deductive 
arguments  of  his  opponents  and  to  establish  new  thories  deductively. 

Perhaps,  after  all,  there  was  not  so  much  difference  between  Ricardo 
and  Patten  as  the  latter  thought.  If  there  was  so  much  difference 
this  was  not  clearly  enough  brought  out  in  his  Premises.  It  always 
seemed  to  me  that  the  book  needed  further  elaboration  and  development 
of  the  lines  of  reasoning  started  in  the  work.  When  he  once  came 
to  me  with  a  suggestion  of  republication,  after  the  publisher's  copies 
of  the  book  had  been  destroyed  by  fire,  I  suggested  that  he  revise  and 
rewrite  the  book,  carrying  out  to  more  logical  completion  his  argu- 
ments.    He  found  it,  however,  impossible  to  do  this. 

In  connection  with  the  possible  rewriting  of  Premises  of  Political 
Economy  the  following  quotation  from  a  letter  dated  February  27, 
1909,  is  interesting: — 

It  has  always  been  a  dream  to  rewrite  economics  and  bring  it  in  a  well 
worded  form  up  to  date — to  do  for  Mill  what  he  did  for  Adam  Smith.  I  am 
however  farther  than  ever  from  the  realization  of  the  dream  and  somewhat 
doubt  my  capabilities  for  such  work.  I  get  too  much  absorbed  in  particular 
discussions  and  am  also  developing  my  views  too  rapidly  to  round  up  at 
any  one  stage. 

Having  what  has  come  to  be  known  as  a  single-track  mind,  he  never 
was  able  to  bring  together  into  a  systematic  whole  his  various  lines  of 
reasoning  so  as  to  give  the  economists  and  the  world  at  large  a  com- 
plete and  full  idea  of  his  system  of  thought,  presented  with  all  the 
force  that  really  inhered  in  it.  In  going  over  his  various  writings,  I 
have  the  feeling  that  no  one  of  us  really  has  a  complete  understanding 
of  Patten,  and  no  one  can  know  the  full  force  of  his  work  until  we  have 
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a  systematic  presentation  of  it  as  a  whole.  It  seems  to  me  if  some 
one  of  our  younger  thinkers  would  read  Patten  and  thoroughly  digest 
him  and  present  his  views  as  a  whole  with  all  the  force  that  they  have^ 
he  would  render  an  immense  service. 

I  once  gave  a  very  brief  summary  of  Patten's  views  and  I  append 
my  summary  to  this  presentation.  I  do  so  especially  because  this  was 
submitted  to  Professor  Patten  and  has  been  endorsed  by  him  as  correct. 
While  it  did  not  bring  his  views  down  to  date,  it  gives  what  is  most 
essential  in  them,  even  up  to  his  last  writings. 

Patten's  writings  were  read  by  the  few,  but  he  wanted  them  to  readi 
the  many.  In  one  of  his  letters  to  me,  dated  February  17,  1896,  he 
said ;  ^There  is  no  reason  why  our  science  should  not  appeal  to  hundreds 
of  thousands  if  we  can  work  out  the  right  basis  on  which  to  present  it." 

Patten  was  always  seeking  for  some  surplus  fund  of  wealth,  out  of 
which  could  come  the  economic  basis  for  a  higher,  better,  and  more 
widely  diffused  civilization.  He  found  a  fund  everywhere  in  our  pro- 
ductive field  which  was  a  surplus  fund,  and  which  he  called  monopoly 
gain.  Monopoly  force  was  power  to  participate  in  this  surplus.  This 
surplus  was  rapidly  increasing  with  the  progress  of  economic  society 
and  was  bringing  about  the  passing  from  the  deficit  or  pain  economy, 
such  as  Ricardo  and  his  friends  had  in  mind,  to  a  surplus  or  pleasure 
economy  of  the  present  and  future.  It  was  through  wise  consumption 
that  this  surplus  fund  could  be  increased  and  through  wise  consumption 
it  could  be  widely  distributed.  From  beginning  to  end  we  have  this 
thought  running  through  his  writings.  We  must  so  establish  our 
habits  of  consumption  in  this  country  as  to  correspond  with  our  condi- 
tions and  to  decrease  cost  and  increase  surplus.  The  elements  of  truth 
in  this  view  have  not,  in  my  opinion,  been  fully  appreciated.  Especially 
to  be  reconmiended  is  the  bringing  of  costs  into  connection  with  in- 
come, for  the  failure  to  do  this  has  led  to  many  serious  mistakes.  These 
have  grown  upon  me,  as  I  have  given  my  own  attention  to  the  rent  of 
land,  in  the  discussion  of  which  increment  is  so  often  considered  with- 
out costs. 

One  way  to  get  hold  of  this  surplus  and  to  use  it  in  the  promotion 
of  the  general  interest  is  through  taxes,  and  he  held  that  indirect 
taxes  carefully  laid  would  come  largely,  if  not  wholly,  out  of  this 
surplus  or  monopoly  fund.  He  advocated  a  very  considerable  use  of 
indirect  taxes  upon  economic  activities  within  the  country,  as  well  as 
indirect  taxes  upon  imported  articles.  This  is  all  a  part  of  his  theory, 
and  again  (if  I  may  venture  to  express  my  own  feeling)  I  would  say 
that  the  strength  of  his  argument  for  indirect  taxation  has  never  met 
with  full  appreciation.  When  we  come  to  frame  a  system  of  taxation 
which  will  correspond  to  our  present  enormous  public  expenditures 
comprising  a  large  percentage  of  all  the  wealth  produced^  we  shall 
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have  to  find  a  place  for  indirect  taxes,  as  a  part  of  a  progressive 
economic  platform.  When  the  time  comes  for  such  an  elaboration 
of  the  theory  of  taxation  it  will  be  well  to  consult  again  Patten's 
volumes. 

We  all  know  that  economics  used  to  be  described  as  the  ^^dismal 
science,"  and  the  economists  have  often  been  regarded  as  carrying 
hard-headedness  so  far  as  to  make  it  hardness  of  heart.     But  when  we 
read  the  personal  history  of  economists  we  find  that  they  were  generally 
men  of  sentiment — ^men  whose  hearts  were  warm  with  humanitarianism. 
Adam  Smith  died  lamenting  that  he  had  not  been  able  to  do  more  for 
mankind.     Nassau  Senior  tells  us  this :     ^^When  I  was  about  five  and 
twenty  I  determined  that  I  would  reform  the  condition  of  the  poor  in 
England."     Alfred  Marshall,  still  happily  our  contemporary,  shows  in 
the  opening  pages  of  his  Economics  that  his  aim  for  his  science  is  the 
abolition  of  poverty.     President  Francis  A.  Walker,  in  conversation 
with  me,  once  clearly  intimated  that  he  felt  weighed  down  by  an  almost 
intolerable  load  as  he  contemplated  the  human  misery  upon  which  as 
an  economist  he  was  obliged  to  reflect.     Surely  we  need  not  blush  for 
the  high-mindedness  and  humanitarian  aspirations  of  those  men  who 
have  helped  to  make  economics  what  it  is ;  and  among  these  men  Pro- 
fessor Simon  N.  Patten  has  an  honored  place  as  a  man  and  as  a  scholar. 
Professor  Patten  had  the  very  natural  desire  that  each  generation 
should  be  an  improvement  upon  the  preceding  one  and  thus  human 
society  might  advance  from  present  conditions  to  a  better  future.     I 
recall  very  well  soon  after  the  birth  of  my  first-born,  which  was  con- 
temporaneous with  the  birth  of  the  American  Economic  Association, 
Professor  Patten  urged  that  the  boy  be  brought  up  to  be  an  improve- ) 
ment  upon  the  present  generation,  remarking  that  if  we  could  all  bring  r 
up  our  children  to  be  an  improvement  upon  ourselves  the  world  would  go 
forward. 

Appendix^ 

Among  many  American  economists  who. are  contributing  to  the  advance 
of  this  line  of  thought  Professor  Patten,  of  Philadelphia,  deserves  prominent 
mention.  Insisting  upon  the  necessity  of  studying  the  subjective  causes  of 
economic  phenomena,  he  is  helping  to  found  a  subjective  school  of  economics, 
laying  chief  stress  on  man,  and  subordinating  more  than  ever  has  been  done 
before  external  nature  to  man.  He  has  rendered  especial  service  to  the 
idence  in  the  emphasis  he  has  laid  on  the  study  of  consumption  and 
changes  brought  about  in  all  the  conditions  of  economic  life  by 
changes  in  man's  habits  of  consumption.  This  is  a  field  in  which  little 
has  been  done,  and  the  importance  of  which  can  be  scarcely  overesti- 
mated, though  the  obscurity  of  its  phenomena  renders  their  study  diffi- 
cult. Economic  writers  have  frequently  referred  to  this  subject,  and 
then  made  no  use  of  it  in  the  development  of  their  systems,  because  it 

>From  Ely's  0%tlin4i  of  Eeonomiei,  edition  of  1900. 
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was  ■omething  apart  from  the  main  current  of  their  thought.  It  is  different 
with  Professor  Patten.  The  theory  of  consumption  is  with  him  the  root 
doctrine  out  of  which  his  entire  economic  system  naturally  grows.  The  two 
works  of  his  to  he  especially  mentioned  in  this  connection  are  his  "Con- 
sumption of  Wealth"  and  his  "Theory  of  Dynamic  Economics."  Another 
truth  emphasized  by  this  writer  is  the  importance  of  studying  the  laws  of 
change  in  human  society  rather  than  simply  the  laws  which  govern  it  in 
equilibrium. 

In  this  place  especial  attention  is  called  to  Professor  Patten's  theory  of 
prosperity.  It  is^  in  brief ^  as  follows:  The  prosperity  of  society  is  meas- 
ured by  surplus  utility,  which  is  the  difference  between  the  costs  and 
the  utilities  of  goods.  Cost  means  sacrifice  from  the  social  standpoint,  tiie 
pain,  the  economic  energy  expended.  Utilities  we  have  already  considered. 
Whatever  increases  utilities,  other  things  being  equal,  increases  social  sur- 
plus; similarly  whatever  lowers  costs,  other  things  being  equal,  increases 
social  surplus.  What  then  are  the  causes  increasing  utilities?  Variety 
of  consumption  as  seen  in  increasingly  harmonious  consumption  is  one.  A 
large  number  of  commodities  suitably  related  in  consumption  increases 
pleasure  derived  from  consumption,  and  therefore  utilities.  The  con- 
suntption  of  commodities  which  give  pleasure  and  sustain  life  at  the  same 
time  increases  pleasure  over  the  consumption  of  articles  which  merely 
sustain  life.  Well-prepared  food  may  thus  be  contrasted  with  poorly  cooked 
food,  beautiful  garments  with  ill-fitting  clothing,  etc.  The  socialization  of 
consumption  is  one  of  the  most  important  means  of  increasing  utilities. 
By  this  we  understand  the  conunon  use  of  goods  and  services.  Paintings 
in  public  galleries  afford  indefinitely  greater  pleasure  than  the  same  pic- 
tures in  a  private  house.  Beautifid  objects  of  nature  have  their  utility 
increased  by  socialization.  When  the  land  in  New  York  surrounding 
Niagara  Falls  was  purchased  by  the  state  the  utilities  of  this  natur^ 
wonder  were  increased.  Cooperation  in  consumption  increases  utilities. 
This  is  a  form  of  socialization.  Men  combine  to  secure  services.  The  post 
office  is  an  illustration.  The  same  cost  secures  far  greater  utilities  by 
cooperation  in  transportation.  Musical  entertainments,  schools,  public  wor- 
ship, and  many  other  departments  of  our  economic  life,  and,  in  fact,  of  our 
social  life  in  general,  serve  as  illustrations.  Inclusive  rather  than  exclusive 
pleasures  must  be  our  aim.  Fuller  utilization  of  existing  resources  by 
economies  increases  the  social  surplus  as  well  as  the  utilization  of  new 
resources.  A  larger  command  of  natural  forces  increases  the  supply  of 
utilities,  and  thus  the  surplus. 

On  the  other  hand,  a  decrease  of  costs  may  be  brought  about  in  many 
ways,  which  may  be  summed  up  under  the  general  head  "Better  Industrial 
Organization."  The  division  of  labor  so  well  described  by  Adam  Smith  is 
one  form  which  this  improvement  takes.  The  territorial  division  of  labor 
is  another.  Improved  industrial  leadership  is  still  another.  Increased 
capital  facilitates  industrial  organization. 

This  increasing  surplus  is  a  monopoly  fund,  and  this  monopoly  is  found 
everywhere  in  our  industrial  field,  and  the  problem  of  a  better  distribution 
finds  its  heart  in  the  disposal  of  this  surplus.  What  use  shall  be  made  of  it.^ 
It  is  chiefly  a  social  product  to  be  socially  controlled,  and  wise  taxation 
is  one  of  the  means  advocated  by  Professor  Patten.  Such  taxation  will 
favor  the  dynamic  forces  in  society. 
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PROFESSOR  PATTEN 
By  John  B.  Cla&k 

The  group  of  founders  of  our  Association  is  becoming  small,  but 
none  have  gone  from  us  whose  influence  has  not  survived  them.  All  still 
live  and  teach.  Francis  Walker,  Charles  Dunbar,  Henry  C.  Adams, 
Richmond  Mayo-Smith,  Alexander  Johnson,  Andrew  D.  White,  and 
£.  Benjamin  Andrews  have  now  been  joined  by  Simon  Patten,  whose 
name  stands  preeminently  for  the  founding  of  both  institutions  and 
schools  of  thought.  The  American  Economic  Association  and  the 
Wharton  School  were  founded  almost  concurrently  and  both,  if  not 
avowedly  schools  of  thought,  at  least  encouraged  a  breaking  from  old 
limitations  and  a  bold  advance  into  new  territory.  From  the  first, 
Professor  Patten's  teachings  were,  above  all  else,  original  and  this 
invited  a  like  spirit  in  his  pupils.  Opening  new  roads  to  truth  is  the 
best  thing  a  scientist  can  do ;  and,  next  to  that,  is  opening  routes  that 
depart  from  beaten  tracks  and  lead  one  in  the  direction  of  truth  whether 
they  bring  him  to  it  or  not. 

There  is  an  advantage  in  breaking  from  one  error  that  fetters  even 
to  another  that  frees.  When  our  Association  was  founded,  tradition 
no  longer  had  the  hold  upon  students  of  economics  that  it  had  when  the 
words  of  John  Stuart  Mill  were  nearly  final.  There  were  signs  of  a 
disposition  to  break  fetters  and  no  one  did  this  more  frequently  and 
boldly  than  did  Professor  Patten.  With  him  nothing  was  too  sacred 
to  be  questioned,  and,  if  a  perpetual  search  for  truth  is  more  important 
than  complete  and  final  knowledge,  he  rendered  nearly  the  maximum 
of  possible  service  to  those  that  were  fortunate  enough  to  sit  at  his 
feet.  They  have  to  thank  their  inspiring  teacher  for  awakening  in 
them  the  impulse  of  the  pathfinder  and  discoverer.  Much  new  truth 
and  a  large  measure  of  that  spirit  that  eagerly  searches  for  it  are  his 
bequest  to  the  young  men  of  America. 

SIMON  NELSON  PATTEN— AN  APPRECIATION 
By  Fbanklin  H.  Giddings 

If  paradox  is  a  relativism  that,  like  Hiawatha's  mittens,  puts 
"Skin-side  inside,  inside  skin-side" 
and  everything  up-side  down-side,  Simon  Nelson  Patten  was  our  great 
philosopher  of  paradox;  and  if,  as  Kipling  has  more  than  intimated, 
the  American  spirit  is  paradox  alive  and  creative.  Patten  was  one  of 
the  best  Americans  we  have  yet  produced.  Nevertheless,  to  say  this 
without  saying  more  would  be  to  miss  the  truth  while  telling  it.  There 
was  a  logic  in  Patten's  method,  and  just  as  musical  genius  can  evoke 
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strange  harmonies  from  clashing  discords,  he  could  reveal  tratfa  by 
weird  syntheses  of  contradicting  syllogisms.  Passing  swiftly  from  one 
absorbing  interest  to  another,  and,  in  his  own  judgment  of  himsdf, 
abandoning  one  after  another  contention  into  which  he  had  thrown  his 
best  energies,  he  did  not  in  fact  do  anything  of  the  sort.  His  deviations 
were  but  tackings  of  the  ship  with  intellectual  tide  and  weather,  on  a 
consistent  course.  Whether  he  was  himsdf  aware  of  it  or  not  (and  I 
doubt  if  he  was),  his  thinking  from  first  to  last  was  an  application  of 
William  James's  famous  experiment  with  the  frog  that  could  have 
escaped  from  beneath  the  bowl  inverted  in  the  tub  of  water,  by  diving 
under  the  edge.  By  methods  of  indirection,  discovered  by  trial  and 
error,  the  human  mind  can  achieve  all  things.  This  was  Patten's 
assumption  and  his  prophecy,  in  all  his  teaching  and  in  every  book 
that  he  wrote.  It  was  an  inspiring  teaching,  and  in  that  fact  lay  the 
secret  of  his  influence. 

By  alternatives  and  substitutions  in  consumption,  the  determination 
of  rent,  the  point  at  which  diminishing  return  begins,  the  ratio  of  food 
to  population,  and  the  expediency  of  free  trade  may  all  be  altered. 
Such  was  the  thesis  of  his  brilliant  and  startling  first  book.  The 
Premises  of  Political  Economy.  In  The  Economic  Basis  of  Protection 
and  in  the  Theory  of  Dynamic  Economics  he  developed  and  expounded 
it  in  point  of  detail  as  applied  to  tariff  policy  and  to  general  theory. 
In  The  Theory  of  Social  Forces  he  ably  argued  that  the  development 
of  a  social  nature  antagonistic  to  conflict  and  potential  for  cooperation 
and  happiness  turns  upon  a  growing  appreciation  of  inexclusive  pleas- 
ures, through  which,  with  favorable  reactions  of  cooperation  and  the 
substitution  of  knowledge  for  ignorance,  a  pleasure  economy  super- 
sedes a  pain  economy.  These  ideas  are  further  exploited  in  The  Deveir 
opment  of  English  Thought^  and  The  Theory  of  Prosperity,  In 
The  Development  of  English  Thought  attention  is  called  to  extensive 
maladjustments  of  human  beings  to  their  environment  arising  in  modem 
times  from  rapid  environmental  changes  impinging  upon  the  character, 
which  alters  slowly  or  not  at  all,  and  the  imperative  necessity,  there- 
fore, of  intelligent  readjustments.  This  contingency  is  furiber  con- 
sidered, somewhat  speculatively  and,  unfortunately,  with  inadequate 
mastery  of  biology,  in  Heredity  and  Social  Progress.  In  The  New  Basis 
of  Civilization  we  find  all  of  these  considerations  vividly  restated  and' 
brought  to  bear  upon  a  program  of  practical  endeavor. 

The  seer  and  the  man  of  science  have  now  and  then  been  united  in  one 
individual,  but  not  often.  Patten  did  not  ^^check  up"  his  visions. 
Verification  did  not  interest  him,  and  at  times  he  seemed  to  betray 
something  approaching  scorn  for  inductive  methods.  The  idea  at 
turning  Hiawatha's  mittens  back  to  skin-side  outside  to  see  what  the 
beaver  looked  like  in  life,  would  have  amused  him.     If  ever  the  question 


Memorial  to  Profeaor  Simon  N.  Patten  269 

crossed  his  mind.  What  would  happen  if  the  frog  never  did  dive  under 
the  edge  of  the  bowl?  he  dismissed  it.  Therefore  he  never  concerned 
himself  with  the  further  question,  which  by  most  of  us  is  felt  to  be  of 
practical  moment,  What  ought  we  to  advise  and  do  in  parlous  days 
before  the  millenium  arrives?  If  American  manhood  refuses  to  be 
corn-fed  instead  of  wheat-fed,  and  American  womanhood  refuses  to  take 
ginghams  for  silk,  shall  we  nevertheless  build  higher  our  walls  of  pro- 
tection? If  inexclusive  pleasures  are  not  preferred  to  limousines,  shall 
we  therefore  shut  our  eyes  to  the  struggle  for  oil,  and  scrap  our 
cruisers?  Unconcern  with  actuality  made  Patten  oblivious,  also,  to 
theoretical  implications  which  not  many  of  us  are  able  to  shut  out. 
If  the  world  has  not  encountered  diminishing  returns,  why  our  furious 
drive  to  discover  and  invent,  and  to  organize  efficiency,  and  why  the 
substitutions  in  consumption  that  we  are,  in  fact,  trying  out?  If  the 
tendency  of  population  to  overtake  the  production  of  food  is  only  a 
bugaboo,  why  are  the  educated  classes  and  the  more  intellectual  peoples 
deliberately  cutting  their  birth-rate? 

I  cannot  help  thinking  it  unfortunate  that  Patten  never  faced  these 
facts  and  questions.  It  gave,  I  fear,  a  wrong  direction  to  his  in- 
fluence. More  than  two  or  three  of  his  most  thoughtful  contempora- 
ries, mentally  adjusted  to  the  world  of  fact  and  probability,  were 
unable  to  see  his  world  of  possibility,  and  undervalued  his  contribution; 
while  the  "Do  It  With  Thought*'  redeemers,  armed  now  with  the  magic 
formula  "Say  It  With  Language"  wiD  go  forth  throughout  the  world 
repeating,  **Day  by  Day,  in  Every  Way,  My  Surplus  Gets  Bigger  and 
Bigger.'' 

And  yet,  throughout  the  years  of  that  close  friendship  which  it  was 
my  privilege  to  share  with  him  I  often  asked  myself,  and  I  ask  again 
now  that  he  is  gone,  whether  it  was  not  just  that  strange  combination 
of  vision  and  myopia,  of  power  and  limitation,  which  made  Patten  the 
great  teacher  that  he  was,  the  stimulating  comrade  that  we  all  felt  him 
to  be,  the  friend  who  not  only  gave  us  love  but  also  made  us  fence  with 
him,  discovering  our  vulnerable  points.  Many  times  I  said  to  him 
everything  that  I  have  said  here,  and  more,  and  the  only  answer  I  ever 
got  was  that  curious,  weary  smile  which  perhaps  was  his  most  char- 
acteristic self-expression.  Always  happy  in  company,  he  yet  moved 
among  us  as  one  detached,  an  obviously  lonely  man.  In  solitudes  of  his 
own  seeking,  and  Spartan  in  his  way  of  life,  he  reflected  on  how  a 
complex  and  speeding  civilization  could  further  complicate  itself,  and 
make  itself  move  faster. 
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S.  N.  PATTEN 

By  J.  P.  LiCHTENBEBOER 

It  is  difficult  to  speak  dispassionatdj  and  to  place  in  proi>er  per- 
spective the  work  of  a  man  with  whom  one  has  enjoyed  intimate  asso- 
ciation through  many  years,  when  every  thought  of  him  stirs  the  emo- 
tions and  calls  up  memories  one  delights  to  cherish. 

We  honor  today  the  memory  of  a  great  scholar  and  teacher,  but 
great  as  these  qualities  were,  in  the  minds  of  those  of  us  who  knew  him 
best  in  the  intimacy  of  his  private  life,  they  never  overshadowed  the 
generosity  of  his  nature  nor  the  kindliness  of  his  soul — qualities  which 
stamped  him  as  one  of  those  great  personalities  who  leaves  the  world 
poorer  in  his  death.  The  vigor  and  originality  of  his  thinking  was 
matched  by  an  elemental  human  sympathy  and  an  unfeigned  faith  in 
his  fellow-men  that  made  him  one  of  the  kindest  men  I  ever  knew. 
He  contended  earnestly  for  the  faith  that  was  in  him,  but  he  harbored 
no  grudge  against  those  who  differed  with  his  views.  He  was  without 
malice  or  envy  and  he  knew  no  guile.  Hard  pressed  in  controversy,  he 
remained  confident  and  cahn.  Never  did  he  resort  to  that  specious 
form  of  argument  which  consists  in  impugning  the  motives  of  adver- 
saries. He  took  great  comfort  in  the  consciousness  that  he  had  con- 
tributed to  saner  thinking  and  to  clearer  views,  but  he  derived  equal 
satisfaction  from  like  achievements  of  his  friends.  He  was  as  sensitive  as 
a  woman  and  he  suffered  in  adversity,  but  his  disposition  remained 
sweet  and  his  mind  serene  to  the  end  of  his  days. 

Dr.  Patten's  breadth  of  mind  and  his  inclusive  interests  gave  to  him 
a  cosmopolitan  character  which  eluded  classification  in  any  orthodox 
category. 

Sociologists  have  never  quite  been  willing  to  concede  to  the  economists 
any  exclusive  claim  to  him  nor  any  monopoly  of  his  influence.  His 
thought  overflowed  the  boundaries  of  economics  even  when  most  liberally 
defined. 

It  is  true  that  he  repudiated  the  name  sociologist  so  often  applied  to 
him  and  insisted  that  he  was  an  economist,  yet  no  one  more  persistently 
and  intentionally  disregarded  what  he  considered  the  artificial  delimi- 
tations of  the  several  fields  of  social  science.  He  foUowed  the  logic 
of  his  ideas  wherever  it  led  him.  His  greatest  book,  or  at  least  the 
greatest  course  he  ever  gave  in  the  University  of  Pennsylvania,  The 
Development  of  English  Thought,  was  scarcely  more  an  economic  than 
it  was  a  sociological  interpretation.  Few  would  insist  that  his  Theory 
of  Social  Forces,  his  New  Basis  of  Civilization,  and  his  Social  Basis  of 
Religion  were  purely  or  ev^n  chiefly  economic  works. 

In  at  least  three  respects,  sociology,  either  in  its  pure  or  its  applied 
aspects,  is  indebted  to  Professor  Patten.     Of  these  I  shall  speak  briefly* 
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In  each  his  ideas  were  rooted  in  his  own  subject  but  they  overgrew 
these  limits  and  their  applications  were  distinctly  social. 

1.  Among  his  broad  generalizations,  many  of  which  he  modified  or 
recast  from  time  to  time  as  his  thought  devdoped  and  matured,  there 
is  one  which  in  its  final  form  withstood  the  test  of  his  own  searching 
criticism,  and  which  has  found  a  place  in  the  literature  of  sociology  as 
a  permanent  contribution  to  the  theory  of  human  progress.  I  refer  to 
his  theory  of  the  Pain  and  Pleasure  Economy. 

Herbert  Spencer  in  his  Social  Statics  had  shown  the  modifiabiUty 
of  human  nature  in  its  reaction  to  environment ;  that  man  needed  one 
constitution  to  fit  him  to  survive  as  a  savage  but  quite  another  to 
adapt  him  to  civilized  life;  and  that  between  human  nature  and  de- 
veloping society  a  definite  coadaptation  must  invariably  be  maintained. 
The  specific  incidents  of  this  process,  however,  he  did  not  develop. 

Siezing  upon  his  concept,  Professor  Patten  elaborated  it  with  clear- 
ness and  precision  by  introducing  the  factor  of  economic  determinism. 
For  ages  mankind  struggled  against  a  condition  of  economic  deficit, 
which  he  labeled  a  ^^pain  economy."  In  deadly  competition  for  food, 
room,  and  safety,  and  surrounded  by  savage  beasts  and  savage  men,  he 
evolved  a  psychology  of  fear  and  a  behavior  of  the  motor-emotional 
type.  He  could  survive  only  through  the  development  of  ideas,  ideals, 
and  impulses  which  led  to  individual  and  to  group  security.  Negative 
virtues,  supernatural  religions,  and  militant  governments  were  re- 
sultant types  of  thought  and  of  social  organization. 

Growth  in  population,  improved  social  life,  and  increased  knowledge 
-combined  to  thrust  mankind  somewhat  suddenly,  in  the  modem  age, 
into  a  condition  of  economic  surplus,  or  ^^a  pleasure  economy."  In 
this  state  new  requisites  for  survival  are  demanded.  But  human 
nature  changes  slowly.  Men  pass  to  the  new  order  with  an  intellectual- 
emotional  equipment  created  under  a  pain  economy  which  is  only  partly 
reconditioned  and  hence  ill-adapted  to  present  requirements.  Modem 
civilization  has  been  for  a  long  time  in  this  transition.  Individuals  and 
nations  have  gone  down  in  the  struggle  without  ever  having  developed 
ideas,  ideals,  and  impulses  which  enable  them  to  resist  the  new  form  of 
enemies  which  are  now  internal.  Positive  virtues,  vital  religion,  and 
ability  to  form  and  to  maintain  voluntary  types  of  cooperi^tive  society 
are  the  tests  which  the  new  conditions  impose,  and  these  require  time  to 
develop. 

This  transition  period  is  accompanied  by  mental  conflicts,  moral  con- 
tradictions, and  social  catastrophies.  It  is  a  time  of  danger  and  dis- 
tress. But  progress  always  involves  costs.  The  ideal  commonwealth, 
however,  is  the  goal  toward  which  evolving  civilization  moves  even  if  at 
times  the  progress  seems  provokingly  slow. 

2.  One  of  the  most  significant  achievements  of  Professor  Patten, 
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aside  from  his  theoretical  work,  was  in  connection  with  the  buildiiig  up 
of  the  curriculum  of  the  Wharton  School  of  Finance  and  Commerce 
in  the  University  of  Pennsylvania,  the  pioneer  institution  in  the  fidd  of 
business  education. 

At  the  time  this  school  was  founded  classical  economics  still  held 
the  centre  of  attention.  It  had  scarcely  been  perceived  by  most 
economists  that  the  future  development  of  the  science  lay,  for  the  time 
being,  quite  largely  in  the  direction  of  specialization  in  its  more  prac- 
tical aspects  and  in  the  growth  of  concrete  studies  in  the  fields  of 
finance,  industry,  transportation,  labor,  insurance,  and  the  like.  With 
prophetic  vision  Dr.  Patten  discerned  this  trend  and  threw  the  weight 
of  his  influence  into  the  movement,  more,  however,  to  stimulate  and 
guide  than  to  construct.  His  method  was  to  aid  in  bringing  to  the 
school,  or  to  train  within  the  school,  capable  young  men,  and  then  by 
every  means  available  to  encourage  them  to  create  courses  and  texts 
in  these  as  yet  little  explored  subjects.  In  this  way  an  interest  was 
aroused  and  a  literature  was  developed  which  gave  to  economics  a  wider 
range  and  an  increased  practical  value. 

But  this  was  not  all.  He  saw  likewise  the  necessity  of  correlating 
economics  with  other  social  sciences  if  such  a  course  were  to  lead  to  a 
broad  training  and  to  a  constructive  citizenship.  Consequently  he 
gave  to  political  science  and  to  sociology  the  same  recognition  and 
importance  which  he  assigned  to  his  own  subject.  The  result  is  that 
the  Wharton  School  today  represents  in  its  curriculum  not  only  a  most 
complete  development  of  economics  in  the  larger  sense,  but  it  is  far  less 
a  technical  school  of  business  than  a  school  of  the  social  sciences.  In 
this  respect  it  stands  unique  among  the  schools  of  its  kind,  and  in  this 
the  genius  of  Professor  Patten  is  clearly  manifested. 

8.  As  a  teacher  Dr.  Patten  possessed  peculiar  worth.  He  was  not 
a  factmonger,  though  his  knowledge  might  almost  have  been  called  en- 
cyclopedic. His  chief  business  as  a  teacher  was  to  make  his  students 
think,  and  in  this  extraordinarily  difficulty  task  he  possessed  consum- 
mate skill.  Some  have  thought  that  his  teaching  and  writing  displayed  a 
strain  after  the  novel.  It  is  better  to  say,  I  think,  that  it  was  rather 
the  unconventionality  and  originality  of  his  thinking  that  created  such 
an  impression.  He  saw  things  differently  and  he  described  them 
uniquely.  It  was  this  quality  that  disturbed  the  complacency  of  his 
students,  and  that  gave  to  thinking  a  kinetic  quality  which  made  it  not 
only  a  pleasurable  but  a  useful  occupation. 

Striking  as  this  characteristic  was  I  stiU  cannot  regard  it  as  the 
most  distinctive  thing  in  his  teaching.  There  was  something  almost 
uncanny  about  the  way  he  gripped  his  students  and  impressed  his  per- 
sonality upon  them,  and  it  is  here  we  come  upon  his  peculiar  contri- 
bution to  what  commonly  is  called  applied  sociology.     His  students 
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went  out  from  his  classroom  imbued  not  only  with  a  love  of  knowledge 
but  with  a  love  of  their  f ellowmen  and  with  a  will  to  service ;  and  this, 
not  in  the  field  of  business,  in  which  their  training  under  an  economist 
might  have  fitted  them,  but  in  some  specialized  form  of  social  work. 
With  the  possible  exception  of  the  late  Charles  R.  Henderson,  whose 
interest  was  distinctly  in  this  field,  I  think  it  is  safe  to  say  that  no 
teacher  of  his  generation  has  had  so  wide  a  following  in  social  service ; 
that  there  is  no  one  whose  students  fill  so  many  responsible  positions  in 
social  work  throughout  the  length  and  breadth  of  the  land.  This  I 
regard  as  one  of  the  most  remarkable  features  of  his  influence. 

Speaking  personally  and  for  the  intimate  circle  of  his  closest  friends, 
I  cannot  forbear  to  say  that  we  miss  his  ungainly  figure  and  his  genial, 
kindly,  homely  face  in  his  familiar  haunts. 

It  is  hard  to  realize  that  he  is  gone:  he  was  so  much  a  part  of  us. 
But  we  console  ourselves  with  the  assurance  that  he  has  left  to  us  a  rich 
legacy  of  thought  and  of  inspiration  to  serve  which  will  continue  to 
enrich  our  lives  as  the  years  pass. 

SOME  FORMATIVE  INFLUENCES  IN  THE  LIFE  OF 
SIMON  NELSON  PATTEN 

By  Rexfosd  6.  Tugwelij 

1.     The  riddle  of  his  personality. 

Patten's  heredity  and  his  breeding  were  quite  logical  antecedents 
of  the  philosopher  and  economist  he  became  in  later  years.  The  whole 
of  his  career  in  all  its  many  phases  is  understandable  in  the  sense 
that  it  has  discoverable  causations  and  traceable  developments,  known 
to  his  students ;  and  yet  there  is  a  remnant  of  mist,  difficult  to  penetrate, 
clinging  about  the  riddle  of  his  personality.  Everyone  who  has  studied 
the  man  and  his  work  has  seemed  to  become  a  little  bewildered  in  the 
attempt  to  feel  out  the  spreading  roots  of  his  strength  and  to  analyze 
a  soil  that  could  nourish  so  complex  and  perverse  a  genius.  I  suppose 
the  precise  junction  of  men  and  events  must  always  furnish  this  irre- 
vealable  mystery,  growing  more  and  more  difficult  of  solution  as  the 
personality  that  was  the  living  man  withdraws  into  the  shadows  of  time 
and  death  and  as  gradually  there  comes  to  be  left  only  his  work — ^the 
stiff  and  formal  emanation  of  a  mind  that  once  possessed  the  power 
to  stir  with  its  warmth  and  radiance  the  minds  of  other  men.  Of  no 
one  was  this  ever  more  true  than  of  Patten.  His  was  a  brilliant  per- 
sonality; the  work  that  remains  is  turgid  and  clouded  with  inhibition. 
EQs  hand  could  never  hold  a  pen  so  well  as  it  could  hold  a  plough 
handle  and  words  came  into  his  mouth  that  could  never  find  their  way 
to  paper. 

It  may  be  admitted  that  the  times  create  their  men  and  that  men 
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cannot  much  affect,  in  their  own  day,  a  world  that  rejects  them.  The 
times  created  Patten,  strangely  enough,  out  of  season,  just  as  they 
once  created  Socrates  and  again  at  one  time  or  another,  Galileo,  Roger 
Bacon,  and  Mendel.  The  world  seems  almost  certainly  fated  to  reject 
the  genius  that  might  save  it.  And  yet  it  must  have  been  true  that  the 
elements  that  stirred  the  minds  of  these  men  were  present  in  the  same 
world  that  rejected  them.  This  paradox  of  history  is  one  of  its  most 
curious  aspects ;  and  in  dealing  with  the  life  of  Patten  we  can  remember 
that  even  while  we  fumble  for  the  explanatory  materials  in  his  life — 
the  causative  elements  in  his  ancestry  and  his  environment — ^we  are  at 
the  same  time  dealing  with  forces  that  were  generated  by  the  world  we 
live  in  but  which  for  the  most  part  are  still  not  accepted  by  it.  Nor, 
probably,  will  they  be  for  many  years,  if  at  all. 

The  times  create  their  inventions,  their  miovements,  their  philoso- 
phies; but  not  the  times  we  all  of  us  know,  for  the  great  mind  is 
selective  and  abstracts  from  the  mass  of  phenomena  that  confuse  the 
rest  of  us,  the  elements  that  are  significant  for  the  future,  and  builds 
with  them,  quietly,  in  the  scholar's  way,  for  the  generations  yet  unborn. 
And  so,  although  we  admit  the  force  of  circumstance,  yet  it  ought  not 
to  blind  us  to  the  thought  that  inventions,  movements,  philosophies  are 
created  in  the  minds  of  men  and  that  their  nature  must  depend  in  great 
degree  upon  the  human  intelligences  in  which  they  gestated,  which  gave 
them  form  and  life,  and  presented  them,  perhaps,  to  a  cold  and  unre- 
sponsive world. 

After  all,  men  are  important  if  they  conceive  and  bear  ideas ;  and  for 
this  reason  as  well  as  on  account  of  my  personal  regard  for  him  it  has 
seemed  to  me  worth  while  to  try  to  form  a  picture  of  the  ancestry  and 
the  development  of  this  man  that  would,  perhaps,  in  future,  lessen  the 
difficulty  men  may  have  in  finding  out  the  influences  that  bear  upon  his 
work,  if  that  should  be  a  problem  then. 

2.     Why  did  he  have  tlie  kind  of  nature  he  had? 

He  was  an  uncouth  and  primitive  man ;  but  filled  with  a  kindliness 
toward  all  men.  There  was  no  room  in  him  for  malice  and  he  was 
charitable  to  everyone ;  but  this  did  not  affect  his  rough  manners.  Forty 
years  of  Philadelphia  and  a  German  education  left  him  remarkably  un- 
changed from  the  farm  boy  of  the  seventies.  His  remarkable  per- 
sistence in  ways  of  life,  of  habits  of  thought,  and  of  personal  manners, 
display  to  the  discerning  the  fact  that  his  real  life  was  not  in  these 
things;  but  in  the  things  of  the  spirit  and  of  the  intelligence.  He 
could  not  discriminate  between  a  good  and  a  bad  picture  or  poem  or 
piece  of  music;  nor  between  fashionable  clothing  and  what  was  not 
fashionable ;  nor  between  good  manners  and  bad  manners ;  but  he  knew 
when  straight  thinking  was  being  done;  and  he  possessed  an  uncanny 
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power  of  discriminating  between  what  was  permanent  and  significant 
in  social  science — or,  for  that  matter,  in  natural  science — or  in  phi- 
losophy and  what  was  specious  and  transient.  This  made  him  a  great 
prophet  but  a  poor  leader ;  a  great  teacher  but  a  poor  administrator ; 
a  great  scientist  but  a  poor  expositor ;  a  great  friend  but  a  poor  enemy. 
All  this  needs  to  be  accounted  for. 

In  general  the  explanation  lies  in  the  racial  stock  from  which  he 
canie  and  the  environment  in  which  he  lived  his  early  years.  Men  who 
did  not  know  his  racial  history  nor  the  conditions  which  formed  him 
never  knew  Patten  and  were  always  baffled  by  him.  It  was  assumed  too 
easily  that  he  ought  to  be  intelligible  in  his  Philadelphia — ^University 
of  Pennsylvania — setting ;  but  in  reality  he  was  a  stranger  and  an  alien 
there,  and  so  became  a  mystery. 

His  ancestry  was  Scotch,  with  just  a  tincture  of  Irish.  Some  of  his 
forebears  came  over  in  the  "Mayflower"  in  1620,  some  in  the  "Ann" 
in  1628,  and  all  of  them  had  been  several  generations  in  America.  It 
was  the  stock  that  transported  New  England  and  all  that  New  England 
stood  for  into  the  West.  It  carried  the  dissident  strain  of  the  Pil- 
grims, the  hardness  of  the  Scotch,  and  the  perverseness  of  the  Irish.  It 
sufficed  to  conquer  a  continent  and  to  create  a  civilization.  It  carried 
ability  too,  the  kind  of  ability  that  stands  in  a  wilderness  and  has  the 
eflFrontery  to  say :  "Here  will  I  build"  and  that  goes  through  with  it, 
clearing  the  land,  breaking  it  to  the  plough,  sowing  and  reaping; 
building  a  rude  shelter,  then,  finally,  a  home  and  barns ;  rearing  children 
in  the  fear  of  God  and  the  belief  in  the  natural  independence  of  man 
from  every  other  force.  The  children  of  such  a  race  have  to  mature 
early  because  they  have  to  work  with  their  hands ;  and  Patten,  we  know, 
was  six  feet,  two  inches  in  height,  at  the  age  of  fourteen  years ;  they 
have  to  have  big  hands  and  feet  to  follow  a  plough  all  day  and  to  master 
its  share,  and  Patten's  hands  and  feet  were  great  to  the  point  of  un- 
couthness  in  a  University  classroom;  they  have  to  have  toughness  of 
fiber  and  a  native  ability  for  adjustment,  and  Patten  lived  all  his  life 
unchanged  from  his  coming  to  first  maturity,  his  ability  for  adjust- 
ment being  turned,  when  it  was  called  upon,  to  the  problems  of  social 
adjustment — intricate  problems  for  a  farmer,  and  difficult  to  master 
but  he  came  through  successfully  by  sheer  force  of  will. 

Then  too  the  men  of  such  a  race  have  to  haVe  a  sense  of  justice  for 
they  are  in  a  homestead  world ;  and  Patten  had  that  sense  of  fairness 
to  a  very  great  degree  and  it  carried  over  into  an  overflowing  benev- 
olence toward  all  humanity.  They  have  to  have  a  guard  on  their  lips 
and  a  mastery  of  self  for  there  are  otherwise  no  restraints ;  and  all  these 
Patten  had  too,  almost  to  excess. 

He  was  in  all  things  a  typical  man  of  his  race.  The  material  out  of 
which  he  was  formed  was  the  material  of  which  America  is  made;  but 
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it  was  the  best  of  it.  That  ability  which  could  and  did  create  home- 
steads from  the  wilderness  of  New  England,  of  New  York,  of  Dlinois,  of 
Iowa,  and  of  Colorado,  as  successive  generations  repeated  the  history 
of  their  ancestors,  was  also  capable  when  the  need  arose  of  displaying 
itself  in  quite  different  directions,  and  so  we  find  in  the  maternal  an- 
cestry of  Patten  a  Justice  of  the  Supreme  Court  of  the  United  States 
and  two  Judges  of  the  New  York  Supreme  Court.  It  was  a  rich,  dis- 
tinctive heritage  that  came  down  to  him;  but  it  was  a  heritage  that 
carried  the  whole  of  its  implications  into  whatever  life  its  sons  elected. 
Patten,  the  Professor,  could  not  be  other  than  a  United  Presbyterian; 
he  could  not  wear  other  than  clod-like  shoes ;  he  could  not  find  a  release 
in  sports  or  amusement  nor  banish  the  ^^bamyard  accent"  from  his 
speech.     He  was  fully  and  completely  the  child  of  his  race. 

But  also  he  was  the  child  of  his  time.  For  the  prepared  clay  which 
he  presented  to  the  natural  forces  of  a  frontier  Illinois  farm  from  1852, 
when  he  was  born,  until  1888,  when  he  finally  left  it,  was  shaped  and 
moulded  by  its  winds  and  snows,  by  its  suns  and  showers,  by  its  labors 
and  its  leisure,  by  its  customs  and  its  inner  life.  He  worked  in  the  fields 
and  in  the  stables;  he  bent  himself  to  the  scythe  and  the  cradle,  he 
tested  in  his  hands  the  hickory  shaft  of  the  pitchfork.  The  fields  of  his 
father's  homestead  were  sprinkled  with  his  sweat.  The  smell  of  hay  in 
the  loft  and  of  milk  in  the  pail  entered  into  his  soul  through  his  boy's 
senses.  There  were  600  acres  in  that  farm  and  there  were  cows  and 
horses  and  hogs  to  match ;  and  the  grain  crops  in  the  bams  in  winter 
ran  into  the  many  thousands  of  bushels.  Men  tended  those  animals 
and  built  those  barns  and  housed  those  crops.  Patten  was  one  of  the 
men,  and  this  was  the  Patten  who  was  a  mystery  in  Philadelphia. 

8.     Why  did  he  go  to  Germany  to  study  f 

For  the  first  years  of  his  life  Patten  went  to  the  country  school 
near  Sandwich;  then  when  he  was  seventeen  he  went  up  to  Aurora, 
twenty  miles  away.*  Jennings  Seminary  was  there — ^a  locally  cele- 
brated institution.  Here  he  came  into  contact  with  two  persons  who 
had  a  considerable  influence  in  his  life.  One  of  these  was  George  W. 
Quereau,  the  principal  of  the  Seminary ;  the  other  was  Joseph  French 
Johnson,  then  a  student  like  himself.  Quereau  was  a  philosopher  and  it 
was  he  who  interested  Patten  in  the  study  of  philosophy,  enraging  him 
by  his  dilettante  use  of  his  dialectical  powers,  but  nevertheless  intro- 
ducing him  to  philosophy.  ^*Joe"  Johnson,  on  the  other  hand,  fur- 
nished the  first  intelligent  companionship,  outside  his  own  family  circle, 
that  had  ever  come  into  his  life.  He  was  very  unlike  Patten.  He 
had  an  urban  manner ;  he  was  popular  among  the  girls ;  he  was  a  leader 

^For  a  more  detailed  study  of  the  life  of  Patten,  especially  before  he  became  a 
professor  at  the  University  of  Pennsylvania,  see  the  Author's  "Notes  on  the  life 
and  Worlc  of  Simon  Nelson  Patten"  in  Jour,  of  Pol  Eeon.,  April,  1928. 
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among  the  boys;  and  he  was  addicted,  like  the  normal  youth  he  was, 
to  the  pleasures  of  the  late  teens.  Patten  had  little  use  for  pleasures ; 
he  lived  in  the  future ;  he  was  an  idealist.  These  two,  otherwise  so  un- 
like, were  able,  however,  to  develop  a  firm  and  fruitful  friendship  upon 
the  basis  of  common  intelligence.  This  tie  grew  very  strong — stronger 
in  Patten  than  in  Johnson,  for  Patten  made  few  friends  and  had  little 
in  common  with  those  he  did  make  even  in  those  days.  Their  Seminary 
course  went  its  way  and  both  graduated  in  due  course.  Patten  then 
went  back  to  the  farm  for  a  year.  Farm  boys  being  educated  often  do 
that  kind  of  thing.  Then  in  the  fall  of  1875  he  went  up  to  Evanston  to 
be  a  Freshman  at  Northwestern  University. 

He  was  lonely  there  with  that  nostalgic  homesickness  that  only 
Freshmen  know  who  are  torn  up  physically  and  mentally  from  their 
roots  and  to  whom  the  new  soil  has  not  yet  given  vitality.  In  the  midst 
of  this  loneliness,  aggravated  by  his  natural  Aloofness  and  his  with- 
drawal from  much  of  the  life  around  him,  there  came  letters  from  Halle. 
''Joe"  Johnson  had  finally  settled  there,  and  with  a  friend  of  his, 
Edmund  James,  whom  Patten  had  never  yet  seen  but  who  was  to  be  his 
second  great  friend,  was  enjoying  the  German  atmosphere.  The  call 
of  friendship  was  strong  to  the  lonely  youth  and,  to  add  to  it,  Johnson 
wrote  enthusiastically  of  a  certain  Professor  Conrad  who  charmed  his 
American  students.  He  wrote  too  of  German  philosophy,  for  the 
Germans  took  their  philosophy  seriously;  and  it  could  not  be  said 
that  the  Freshmen  at  Northwestern  took  much  of  anything  seriously. 
The  upshot  of  the  whole  situation  was  that  he  finally  obtained  Ids 
father's  consent  and  set  out  for  Germany,  for  Halle,  for  ''Joe"  Johnson, 
before  the  end  of  his  first  semester  at  Evanston. 

4.     Why  did  he  becoTne  a  phUosopher-economistf 

This  is  a  difficult  question  to  answer.  It  is  easy  to  see  that  the  man 
his  later  students  knew  in  the  Philadelphia  of  1910  to  1920  was  pretty 
much  the  unchanged  product  of  the  years  before  1875  when  his  life  was 
that  of  his  farmer  forebears.  A  slight  reconstruction  of  his  early  ex- 
perience and  a  meager  knowledge  of  his  ancestry  makes  that  much 
clear;  but  the  accounting  for  his  processes  of  thought  is  not  so  easy. 
Yet  there  are  antecedents  that  are  plainly  significant  here  too,  although 
we  shall  never  have  enough  understanding  of  the  minute  conditions 
that  shaped  his  thought  to  say  certainly  that  we  have  all  the  keys 
to  his  personality.  Little  things  are  often  so  significant;  and  after 
years  have  passed  they  are  impossible  to  uncover  save  by  the  merest 
chance.  How  many  men's  lives  have  been  fundamentally  influenced 
by  a  chance  conversation,  by  some  overheard  talk,  by  the  sweet  pleading 
of  a  boyhood  sweetheart,  by  the  casually  given  advice  of  an  unrealizing 
hero ;  how  many  have  found  a  splendid  significance  in  some  biography 
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that  appealed  to  an  undisciplined  imagination,  perhaps  a  biography  of 
a  life  lived  in  a  very  special  way  that  suddenly  seems  attractive  though 
it  never  had  seemed  so  before?  The  environment  of  men  is  so  mudi 
more  complex  and  the  significant  elements  so  much  more  hidden  from 
casual  eyes  than  we  generally  assume  in  trying  to  account  for  men's 
actions,  that  one  must  approach  such  a  problem  in  a  very  humble  frame 
of  mind. 

But  young  Simon  Patten  was  made  of  tough  moral  stuff  and,  after 
all,  moved  in  a  straight  line  from  Sandwich  to  Brown's  Mills-in-the- 
pines.'  For  instance,  it  has  already  been  said  that  he  was  Scotch,  and 
this  goes  a  long  way  toward  explaining  his  philosophical  and  moralistic 
bent,  as  any  one  can  testify  who  knows  the  close  sect  of  United  Presby- 
terians. He  was  of  the  same  piece  as  Scotch  preachers  are  made ;  he 
was  an  economic  Calvinist.  This  may  seem  strange  doctrine  to  those 
who  saw  in  him  only  the  liberating  forces  and  his  overflowing  benev- 
olence toward  all  mankind,  but  such  a  person  would  be  forgetting 
the  self -discipline  of  the  man  that  amounted  to  nothing  less  than  inuno- 
lation,  the  inherent  inability  to  find  any  touch  with  the  lightness  and 
the  fineness  of  life,  and  the  moralistic  strain  that  rose  to  Jeremiads 
when  occasion  demanded,  and  runs  persistent,  otherwise,  through  every 
page  he  ever  wrote  and  every  phrase  he  ever  spoke.  He  never  for  an 
instant  forgot  that  he  was  sent  to  save  the  world,  though  his  own 
sufferings  had  cleared  his  eyes  of  those  other  Scotch  dogmas  that  all 
is  vanity  and  that  sin  is  the  heritage  of  man.  Like  Adam  Smith  and 
David  Hume  he  was  a  moral  philosopher ;  but,  living  in  the  age  he  lived 
in,  he  worked  in  the  field  of  industrialism,  for  it  is  through  the  forces 
of  the  industrial  life  that  man  must  find  his  salvation — such  at  least 
was  his  conception ;  and  from  his  Grerman  days  he  set  himself  to  a  task 
from  which  he  never  fiinched  in  pain,  in  sorrow,  in  frustration,  or  in 
defeat ;  and  all  these  were  conspicuous  in  his  life. 

Lincoln  himself  carried  no  greater  burden;  nor,  at  the  last,  did  he 
feel  the  weight  of  war  more  than  Patten.  One  might  work  out  an 
analogy  here.  They  were  both  out  of  Illinois ;  both  of  huge  frame  and 
of  noble  head ;  both  carried  the  world  within  their  hearts  and  tasted  the 
bitter  cup  of  its  anguish.  The  resemblance  was  thus  remarkable 
physically ;  but  even  more  remarkable  spiritually,  with  the  one  exception 
that  Lincoln  had  a  saving  escape  into  humor ;  Patten  had  none. 

The  tendency  toward  moralism  was  confirmed  by  the  religious  teach- 
ing of  his  early  youth,  though  very  early  he  began  to  see  through  the 
moral  pretensions  of  United  Presbyterian  theology.  But  he  never  for- 
sook the  church,  and  this  is  characteristic  of  his  persistence.  It  was 
his  way  to  work  inside  and  he  never  dropped  his  formal  church  affilia- 

The  medical  institution  where  he  was  taken  daring  has  last  sickness,  and  where 
he  died,  was  at  Brown's  Mills,  New  Jersey. 
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tion;  but  neither  did  he  ever  drop  his  efforts  to  reform  its  Calvinistic 
doctrine.  It  was  such  tasks  as  this  that  he  was  always  setting  himself 
and  never  giving  up  and  that  led  straight  to  frustration  and  an  inner 
bitterness  which  he  hid  away  and  never  even  in  his  weakest  hour  dis- 
closed. 

In  his  adolescent  years,  however,  he  lived  among  the  greatest  changes 
of  a  thousand  years.  He  swung  the  scythe,  but  lived  to  see  the  mower ; 
he  cradled  wheat,  but  lived  to  see  the  reaper  and  the  thresher.  He 
saw  land  broken  to  the  plow  and  saw  it  conceive  and  bear  great  loads 
of  cereal  richness  that  went  out  to  all  the  world  in  a  growing  stream. 
He  saw  the  railroad  come.  He  saw  the  nation  shake  itself  out  of  war 
and  turn  to  the  arts  of  peace;  he  saw  the  deep  wounds  heal  and  love 
grow  into  the  place  of  hate.  These  were  the  phases  of  the  outer  world 
in  which  he  lived ;  but  also  closer  to  him,  all  around  him  were  the  things 
of  the  new  age.  Into  the  green-shuttered  house,  new-built  in  '56,  there 
came  a  stream  of  newspapers  and  magazines  and  books ;  his  father  went 
up  to  the  legislature  and  brought  home  tales  of  a  wider  life.  He  fished 
with  his  brothers  and  cousins;  but  above  all  he  worked.  His  feet 
pressed  the  earth,  his  body  hardened  to  the  tools  of  farmer  life,  his 
eyes  opened  to  fecund  fields  and  the  moving  sight  of  cows  in  a  meadow 
pasture.  If  he  had  lived  in  Scotland  he  might  have  thought  the  classi- 
cists were  as  right  as  Alfred  Marshall  conceives  them  to  be.  But  he  lived 
in  Illinois  where  nature  was  generous  and  where  people  were  scarce  and 
food  was  plenty;  and  never  all  his  life  could  he  be  persuaded  that 
misery  and  poverty  were  the  natural  heritage  of  man  and  that  he 
subsisted  by  the  uncertain  tolerance  of  a  hostile  nature  which,  sooner 
or  later,  would  nonchalantly  snuff  him  out  and  clear  away  the  accu- 
mulated debris  of  his  works. 

He  was  clearly  out  to  save  mankind ;  so  much  was  determined  by  his 
nature  and  by  the  hearsay  of  the  poverty  in  the  cities  of  spreading  in- 
dustrialism. But  he  believed  it  might  be  accomplished  by  doing  first 
things  first  and  letting  human  nature  accommodate  itself  to  a  generous 
nature.  He  did  not  arrive  at  all  this  in  his  boyhood.  He  grew  into 
it  all  his  life;  but  the  development  moved  in  an  undeviating  line.  He 
was  sickened  of  dialectics  under  Quereau  at  Jennings  Seminary;  he 
found  a  breath  of  air  at  Halle  under  Conrad ;  and  it  was  there  among 
the  thrifty  Germans  that  his  faith  was  strengthened  in  the  way  of  salva- 
tion he  had  already  glimpsed.  He  began  to  conceive  of  man  and  his 
intelligence  as  the  multiplying  factor,  and  of  nature  as  essentially  a 
passive  force  in  spite  of  her  dynamic  aspects.  Man  heul  only  to  under^ 
stand  in  order  to  multiply.  But  first  man  had  to  move  parallel  with 
a  changing  nature  and  in  a  comparable  tempo.  In  order  to  do  this  he 
must  master  himself  as  well  as  come  to  an  understanding  of  the  determi- 
nants of  nature,  whatever  they  may  be.     It  was  in  the  slow  process  of 
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developing  this  grand  thesis,  so  different  from  the  English  phSosophj 
of  his  century  that  won  the  American  scholars  of  his  generation,  that 
he  came  finally,  after  his  study  of  nature  (that  is  to  say  economics), 
to  see  that  human  nature  is  the  stubborn  factor.  It  simply  refused  to 
multiply  nature;  in  fact  it  seemed  sometimes  bent  on  a  conscious  pro- 
gram of  self-destruction  or,  at  the  least,  of  retrogression.  The  first 
thing  to  be  done,  therefore,  was  to  attain  an  understanding  of  human 
nature  in  the  interest  of  making  it  also  the  servant  of  progress.  The 
last  years  of  his  life  were  given  over  almost  entirely  to  a  self-imposed 
task  of  clearing  away  the  confusion  that  hides  the  possibilities  of  his 
intelligence  from  man  himself  and  freeing  human  nature  for  its  part 
in  the  history  of  mankind. 

In  all  this  he  was  the  child  of  his  race  and  the  child  of  his  time. 
That  much  seems  clear.  But  why  it  was  that  he  came  to  each  of  the 
elements  in  his  progression  when  he  did  and  as  he  did,  I,  at  least,  cannot 
say.  It  is  here  that  the  final  mystery  refuses  to  be  pushed  back. 
Other  men  lived  through  those  years  in  the  Middle  West  and  went  to 
Germany  to  study —  many  of  them  became  economists  too — ^and  yet 
came  home  to  rewrite  in  their  books  the  classical  English  economics 
that  grew  up  before  the  doctrines  of  evolution  had  shed  their  li^t 
upon  the  history  of  thought  or  that,  if  they  had  reached  out  for  the 
significance  of  evolutionary  philosophy,  had  not  been  able  to  see  around 
or  over  the  doctrine  of  natural  selection  and  the  struggle  for  existence. 
]  American  economics  has  been  formed  for  the  most  part  upon  the 
assumption  that  the  struggle  for  existence  explains  progress.  This  is 
because  that  was  the  overwhelming  generalization  of  the  nineteenth 
century.  It  needed  a  mind  as  great  as  Darwin's  to  see  around  it. 
Patten  had  that  mind.  But  he  could  make  no  headway.  He  lacked  a 
Huxley  and  a  Spencer,  a  Clark  and  a  Giddings.  It  was  the  most 
costly  error  in  all  history,  Patten  thought;  and  coming  when  it  did, 
one  cannot  be  sure  that  he  was  wrong.  Competition,  laissez-faire^ 
exploitation,  and  poverty  are  the  conspicuous  features  of  the  nineteenth 
century  that  begin  to  stand  out  now  contrasted  with  the  posstbUitiei 
of  progress  in  the  splendid  fecundities  of  the  new  West  and  the  incon- 
ceivable potentialities  of  the  new  machinery  of  industrialism. 

The  persistence  of  the  Scotch,  the  unassailable  independence  of  the 
homestead  proprietor,  the  moral  enthusiasm  of  the  United  Presby- 
terian, the  self-discipline  of  the  Puritan,  and  a  touch  of  the  perverse- 
ness  of  the  Irish — all  these  were  in  him.  A  less  subtle  mixture,  a 
less  firm  training,  might  have  yielded  more  common  results.  One  can 
only  say  that  in  him  the  elements  were  so  mixed,  the  permutations  so 
conjoined  that  there  was  no  more  doubt  of  his  greatness  wherever 
he  went  in  the  world  than  there  is  question  of  the  aspect  of  a  mountain 
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whose  granite  shoulders  and  whose  head  among  the  clouds  dominate 
the  country  round  about. 

Several  concrete  factors,  then,  led  to  his  becoming  a  philosophical 
economist.  There  was  the  accident  of  finding  Conrad,  following  the 
series  of  accidents  that  led  up  to  it ;  that  was  the  fact  that,  being  an  inr 
ductivist,  and  admitting  the  test  of  fact,  most  of  the  relevant  facts  of 
life  were  to  be  found  in  the  industrial  world.  The  essential  difference 
between  Patten's  kind  of  thinking  and  the  kind  that  might  be  expected 
to  develop  out  of  United  Presbyterian  training,  was  that  the  one  did 
admit  the  test  of  eventuation  and  that  the  other  did  not.  His  mind 
was  of  quite  as  deductive  a  habit  as  any  man's  could  have  been;  it 
subsisted  on  insight,  on  flashes  of  perception,  on  the  illumination  of 
brilliant  leaps  of  the  imagination;  but  it  agreed  that  the  vision  was 
faulty  when  the  insight  was  shown  to  be  insubstantial  and  the  vision 
partial  or  wrong.  It  did  not  fall  back  on  a  higher  authority.  Of 
course,  it  did  insist  that  the  facts  should  be  exactly  relevant,  and  this 
irritated  many  a  critic;  for  facts  that  seemed  to  destroy  his  position 
left  him  unmoved  and  in  the  possession  of  the  same  opinion  as  before, 
content  to  weather  the  storm  of  criticism  until  time  should  unfold  the 
truth.  And  exasperatingly  often  he  came  through  unscathed.  He  had 
an  uncanny  power  of  selecting  the  really  relevant  phenomena  out  of  a 
mixed  mass  of  apparently  motivant  forces,  of  isolating  and  studying 
them,  and  of  charting  their  portent. 

Then,  for  the  reason  why  he  became  formally  an  economist,  it  is  only 
necessary  to  remember  that  it  was  just  in  these  years  that  economics 
(or,  rather.  Political  Economy  then)  was  just  emerging  from  Mater 
PhUosophia  as  an  individual  science.  In  this  case,  as  in  all  others, 
philosophy  was  the  literary  anticipation  of  science"  and  Patten  came 
along  just  as  the  emergence  from  the  chrysalis  took  place.  The 
Edmund  James  whom  he  had  met  at  Halle,  when  he  went  there  at  the 
call  of  '^Joe"  Johnson,  found  a  place  at  the  University  of  Pennsylvania 
when  he  had  finished  at  Halle.  Patten,  with  his  lack  of  manners,  his 
rough  culture,  failed  to  find  a  place  and  had  to  go  back  to  the  farm 
for  the  lack  of  something  better.  There  appeared  to  be  nothing  for 
it  in  the  end  but  to  start  all  over  at  the  law  and  this  he  finally  decided 
to  do,  going  up  to  Chicago  to  law  school.  But  there  his  eyes  failed 
and  he  could  not  go  on.  There  followed  years  of  anguish ;  but  in  the 
darkness  of  the  milkhouse  and  the  haylofts  there  was  born  what  after- 
ward became  the  Premises  of  Political  Economy  for  which  James  found 
a  pubhsber,  and  which  won  for  him  at  long  last — ^in  1888— a  pro- 
fessorship in  Political  Economy  at  the  University  of  Pennsylvania. 
He  thus  came  to  be  a  full-fledged  economist.  But  be  nevertheless  re- 
mained a  moral  philosopher  in  the  strictest  sense  of  the  word. 
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6.     Where  did  the  main  generalizations  of  his  philosophy  origvnaief 
These  might  be  summarized  briefly  as : 

a)  A  belief  in  prosperity  and  the  possibility  of  progress ;  and  a  contrast 
of  past  times  with  the  present  as  an  age  of  deficit  and  pain  contrasted  with 
an  age  of  surplus  and  pleasure. 

6)  A  belief  that  economics  ought  to  develop  more  fully  the  fields  of 
consumption  and  production  rather  than  that  of  distribution  (which  is  not 
accomplished  by  the  operation  of  natural  law  as  has  been  assumed^  but  bj 
the  diffusion  of  a  single  surplus  fund  to  the  most  powerful  social  forces  of 
the  moment).' 

c)  A  belief  in  the  power  of  the  intelligence  of  man  to  multiply  nature 
indefinitely. 

d)  A  belief  in  the  power  of  human  nattire  to  successfully  carry  through 
the  co-adaptive  process  which  will  make  for  better  and  more  flexible  adjust- 
ment between  men  and  institutions.^ 

HGs  belief  in  prosperity  was  clearly  the  product  of  his  Illinois  ex- 
perience in  an  expanding  age — an  age  of  the  first  real  application  of 
machinery  to  agricultural  production,  which  literally  flooded  the  mar- 
kets of  the  world  with  raw  materials.  His  study  of  history  and  his 
experience  on  the  Continent  brought  home  to  him,  however,  the  facts 
of  a  different  life.  He  had  a  chance  there  to  see  a  civilization  built 
on  a  more  intensive  agriculture.  Thus  he  saw  the  contrast  of  old 
and  new;  and  yet  even  here  the  possibilities  of  progress  were  just 
being  discovered.  Conrad  was  a  leader  in  the  new  movement  and 
Patten  saw  it  at  work.  The  Germans  could  not  depend  upon  open- 
ing up  new  fields,  on  breaking  new  land  to  the  plough;  a  subtler 
method  had  to  be  found.  An  instance  of  the  way  it  was  found  is  to 
be  seen  in  the  progressive  change  in  the  starch  content  of  the  Ger- 
man potato  by  governmental  supervision  of  seed  distribution.  And 
this  is  only  an  illustration.  Patten  never  saw  any  cause  to  suppose 
that  progress  might  not  continue  indefinitely  and  that  the  deficit  of 
all  peoples  might  not  be  wiped  out.  This,  he  felt,  would  bring  about  a 
change  in  philosophy  and  in  aims  of  life  everywhere.  He  proposed  to 
work  from  the  new  assumptions ;  and  he  did. 

Distribution  seemed  to  Patten  a  singularly  unfruitful  field  as  it  had 
been  developed  by  the  economists,  because  it  led  nowhere  but  to  the 
justification  of  present  arrangements,  or,  at  the  best,  to  a  division  of 
society's  surplus  on  an  impossible  basis — that  is  to  say,  out  of  non- 
existent funds.*  There  is  no  use  of  talking  about  the  same  kind  of 
funds  in  the  United  States  and  in  England,  much  less  the  England  of 
half  a  century  ago,  he  thought.    The  old  theorists  said  that  the  source 

*The  student  of  Patten's  economic  theory  will  be  able  to  trace  these  theses  of  bis 
further  in  the  forthcoming  volume  of  his  Essays  in  Eeonomio  Theory  to  be  published 
by  Alfred  A.  KnoflP,  New  York. 

*So  far  this  large  body  of  Patten's  work  on  Economic  Psychology  remains  un- 
collected in  many  scattered  periodical  articles. 

'BseanstrueUdn  in  Eeanamie  Theory, 
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of  capital  was  savings  and  that  all  our  capital  must  come  from  those 
who  reduce  their  expenditures  below  their  annual  incomes.  But  Patten 
differed  with  this.  He  said  that  capital  comes  from  individual  profits  ; 
in  new  industries.  From  this  one  fund  expansion  takes  place.  The 
real  struggle  in  society  now  is  not  between  classes,  as  the  English  . 
economists  said  and  as  Marx  insisted,  but  between  two  forms  of  in- 
dustry— industries  which  exploit  some  general  advantage,  in  which 
case  the  surplus  is  profit,  and  industries  which  exploit  some  local  ad- 
vantage, in  which  case  the  surplus  is  rent.  But  in  any  case  there  is 
one  source  for  the  incomes  of  wage-earners  and  managers  or  owners 
alike.  What  each  of  these  groups  gets  and  what  the  individuals  get 
is  determined  by  relative  advantages — monopoly  power. 

Struggle  over  irrelevant  issues  will  not  change  this  distribution  pro- 
cess.    The  thing  to  do  is  to  strengthen  the  weaker  class,  the  workers, 
by  any  and  all  means — education,  social  work,  philanthropy,  magnan-  / 
imous  treatment.'     This  will  have  the  result  of  increasing  the  surplus,   - 
of  ensuring  its  proper  distribution  and  also  its  proper  use.     More,' 
attention  ought  to  be  paid  to  modes  of  use,*  because,  by  intelligent  use, 
the  social  struggle  can  be  turned  to  real  issues  and  away  from  futile 
ones,  and  the  surplus  to  be  shared  can  be  greatly  increased. 

Partly,  so  original  and  independent  an  approach  to  the  theories  of 
industry  is  due  to  Patten's  general  orientation  in  opposition  to  English 
misery-economics,  partly  to  the  fact  that  he  was  never,  in  his  formative 
years,  in  contact  with  the  poverty  of  the  industrial  centres,  and  partly 
to  the  fact  that  he  had  seen  thrift  at  work  in  Germany,  in  the  true 
sense — that  is,  making  the  best  of  what  exists  and  taking  immediate 
advantage  of  each  gain  that  man  makes  upon  nature.  To  contrast 
with  this  there  was  the  richness  of  Dlinois  and  the  prodigality  in  use 
of  Americans.  The  resources  of  the  United  States  joined  with  the 
wisdom  in  use  of  the  Germans  would  forever  assure  a  prosperous 
nation.  But  the  nation  must  not  be  torn  by  useless  struggle.  It 
must  deliberately  strengthen  the  weak  and  raise  all  the  levels  of  life. 

His  belief  in  the  power  of  man  to  multiply  nature  indefinitely  by  the 
application  of  his  intelligence  goes  back  to  a  number  of  sources.  In 
the  first  place,  it  must  be  remembered  that  he  had  seen  five  hundred 
acres  cut  out  of  the  prairie  and  made  fruitful.  Then  he  had  seen 
man's  intelligence  make  the  mower,  the  reaper  and  binder,  the  thresher 
and  the  locomotive,  and  had  seen  the  effects  of  these  in  use.  Also 
he  had  seen  the  results  that  could  be  obtained  by  guiding  seed  distri- 
bution, pest  control,  and  fertilization  in  Germany,  as  well  as  what  it 
meant  to  make  wise  use  of  nature's  provisions.  It  is  no  wonder  that 
a  man  with  his  strong  frame,  unvaried  health,  and  his  striding  mind 

The  New  Baeie  of  OkAMasaUon, 
The  Theory  of  OonewmpUon* 
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should  have  beUeved  in  man's  power,  especially  when  he  had  lived  his 
early  years  with  such  a  father  as  Patten's  and  then  had  come  thronj^ 
the  experiences  of  the  seventies  and  eighties  in  the  Middle  West. 

It  was  the  summation  of  all  these  influences  that  confirmed  and 
strengthened  his  belief  in  the  power  of  man  successfully  to  carry 
through  his  adjustment  problem.  This  he  conceived  to  be  a  co- 
adaptive  process.  But  human  nature  is  more  flexible  than  institutions. 
Institutions  are  as  they  are  at  any  given  time — in  Veblen's  phrase,  the 
''state  of  the  industrial  arts"  is  as  much  a  part  of  the  economic  environ- 
ment as  any  other  part  of  nature,  and  probably  of  more  immediate 
importance  to  man,  because  the  industrial  arts  furnish  the  actual  sur- 
roundings and  instruments  of  life  to  which  he  must  react.  The  more 
flexible  factor  must  be  human  nature.  Man  can  shape  his  factories  to 
himself  and  his  cities  and  his  homes  as  he  has  shaped  his  clothes ;  but 
obviously  there  are  limits.  A  seaport  has  to  be  on  the  coast;  in- 
dustries have  to  be  built  up  at  sea  level,  the  junction  of  iron  and  coal 
locates,  definitely,  the  steel  industry;  and  corn  cannot  grow  in  Mon- 
tana. And  so  human  nature  has  to  make  adjustments  when  intelli- 
gence fails  to  give  the  relief  needed  by  changes  in  the  environment. 
Patten  lived  in  a  time  when  there  was  a  belief  that  human  nature  was 
inflexible;  that  the  world  must  be  changed  to  suit  it.  And  this  was 
strengthened  in  the  twentieth  century  by  the  McDougall  school  and 
later  by  the  Freudian  school  of  psychologists.  It  was  carried  over 
into  social  psychology  and  a  whole  program  of  radical-liberalism'  built 
up  from  it  as  a  premise.  But  Patten  never  concurred  in  this  view 
of  human  nature.  He  conceived  of  the  intelligence  of  a  man  having 
just  as  much  power  over  human  nature  as  it  had  over  material  nature 
— such  things  as  cities,  factories,  and  homes.  There  were  certain  in- 
flexibles  in  this  case  just  as  in  the  case  of  the  seaport  that  must  be 
on  the  coast.  But  they  were  not  serious  enough  so  that  it  had  to  be 
assumed  that  man  had  no  control  over  his  desires,  his  passions,  his 
motives,  his  incentives — ^what  you  will.  It  was  a  co-adaptive  process, 
the  adjustment  of  a  man  and  his  surroundings ;  and  human  intelligence 
was  the  active  factor,  remaking  the  world,  remaking  man  himsdf, 
bringing  order  out  of  chaos,  setting  his  feet  upon  the  upward  path  and 
rescuing  him  from  the  cul-de-sacs  of  regression.  Patten  turned,  for 
this  reason,  to  the  study  of  human  nature  for  substantiation  when  he 
conceived  that  the  work  in  economics  had  reached  a  sufficiently  ad- 
vanced stage.*  The  work  he  did  here  was  monumental  and  prophetically 
right.  More  and  more  the  science  whose  field  he  invaded  moves  toward 
his  point  of  view.     But  no  one  else  has  had  the  insight  and  the  great- 

■See  "The  Failure  of  liberal  Idealism,"  The  Freeman,  July  14  and  20, 1980. 

*FoT  a  complete  bibliography  of  Patten's  work  see  the  forthooiBlag  Patten  Mem- 
orial volumie  to  te  issued  as  a  Supplement  to  the  AmmU  of  the  Ammr,  Atad.  of  PfA. 
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ness  to  synthesize  the  two  processes  and  carry  the  work  farther.  This 
is,  as  he  saw,  one  of  the  most  fruitful  of  future  fields  for  quantitive 
measurement ;  but  we  have  not  yet  arrived  at  it. 

The  founding  of  the  Wharton  School  and  his  immense  interest  in 
the  development  of  quantitative  measurement  in  every  economic  field 
was  due  to  his  early  insight  into  the  nature  of  the  co-adaptive  process 
of  social  forces.  Men  who  knew  were  needed,  quantities  of  them  were 
needed.  This  was  the  raison  d'etre  for  the  Wharton  School.  Nature 
must  be  fitted  to  man.  BQs  later  work  was  not  understood  by  his 
Wharton  School  followers  who  saw  his  earlier  purpose  well  enough, 
partly,  at  least,  because  he  could  not  make  them  see  or  believe  that 
human  nature  may  be  moulded  by  man's  intelligence  too ;  and  that,  as 
a  matter  of  fact,  it  must  be.  His  work  was  but  half  completed  when 
the  country's  universities  had  almost  unanimously  gone  over  to  the 
policy  of  training  industrial  experts  in  Schools  of  Industrial  Admin- 
istration. But  with  that  accomplished,  he  was  free  to  turn  to  the  other 
half  of  the  problem;  and  he  did  so.  The  Scotch  preacher  turned  at 
the  last  from  working  with  the  material  things  of  life,  trying,  with 
true  Scotch  persistence  and  thoroughness,  to  increase  the  material 
welfare  of  his  parishioners  so  that  they,  in  their  prosperity,  might  have 
time  to  give  to  the  things  of  the  spirit,  to  the  salvation  of  man's  soul 
through  the  changing  of  his  nature  from  what  it  is  to  what  it  seems 
desirable  that  it  should  be.  His  book,  Mud  HoUow,  was  the  culmination 
of  this  effort ;  but  meanwhile  there  was  an  unpublished  drama  and  there 
was  the  group  of  songs  over  which  he  nearly  broke  his  heart — ^he  called 
them  Advent  Songs,  They  were  the  attempt  to  use  the  old  tunes  around 
which  the  emotions  of  men  cling,  with  new  words  which  express  the 
coming  of  the  new  day  instead  of  looking  backward  toward  a  tragic 
past. 

He  was  a  Salvationist  always  and  worked  with  whatever  materials 
presented  themselves,  but  preferably  old  ones  which  men  had  come  to 
love.  Novelty  had  no  attraction  for  him,  nor  did  he  ever  mistakenly 
conclude  that  men  would  follow  after  the  novel.  He  knew  well  how 
they  cleave  to  custom  and  convention.  But,  into  the  old  forms  he 
tried  to  infuse  the  new  spirit.  The  adjustment  that  must  be  made 
must  not  violate  sentiment,  he  said,  but  must  come  about  because  of  it.^ 
He  was  traditional;  but  he  was  revolutionary.  And  was  this  not  just 
what  his  ancestors  had  been?  They  did  new  jobs  with  old  tools;  they 
broke  into  wildernesses,  but  they  kept  their  old  God;  and  they  built 
their  new  homes  in  the  image  of  the  old,  but  the  homes  were  neverthe-- 
less  new  and  built  upon  the  fecundity  of  new  forces.  Patten  never  left 
the  tradition  of  his  fathers. 

'^Product  and  Climax  and  The  Social  Basis  of  BsUgion. 
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SIMON  N.  PATTEN— TEACHER 
By  C.  H.  C&ennan 

The  gift  of  words  is  not  in  me  to  bear  fitting  testimony  to  the  great- 
ness  of  the  best  friend  I  ever  had.  Dr.  Patten  was  more  than  my 
friend.  He  was  guide  and  counselor  and  the  greatest  source  of  in- 
spiration. It  is  not  strange,  then,  that  I  should  hesitate  to  offer  an 
appraisal  of  his  work.  But,  as  a  member  of  that  coterie  sometimes 
called  "Patten  men,"  I  am  under  command. 

It  is  not  my  hope  to  be  able  to  tell  of  the  many  traits  that  endeared 
Dr.  Patten  to  all  Patten  men.  The  instances  of  his  generosity, 
tolerance,  and  loyalty  are  too  numerous  and  personal  to  be  recited. 
He  gave  without  thought  of  himself,  or  suggestion  of  payment.  He 
asked  only  that  we,  in  our  turn,  try  to  do  something  for  the  younger 
fellows  coming  on.  Fearlessly  independent.  Dr.  Patten  led  and  we 
followed.  Even  his  eccentricities  and  that  curious  streak  of  ^'omeri- 
ness" — ^which,  incidentally,  is  common  to  all  Patten  men  in  greater 
rather  than  less  degree — only  made  us  love  him  the  more.  But  other 
men  have  been  so  loved — ^men  who  cannot  rate  with  Patten  in  accom- 
plishment and  influence. 

We  do  not  know  a  man  until  we  analyze  him.  Even  a  long  and 
intimate  acquaintance,  without  close  analysis,  does  not  give  the  measure 
of  a  man.  It  may  not  be  presumptuous,  therefore,  to  consider  critically 
that  side  of  Dr.  Patten  which  shows  him  at  his  best.  I  refer  to  his 
activity  as  a  teacher. 

In  trying  to  get  at  Patten's  greatest  contribution,  I  have  not  been 
unmindful  of  the  range  and  vigor  of  his  writing.  Neither  have  I  forgot 
the  many  institutions  he  either  fathered  or  fostered.  But  if  we  may 
regard  him  as  a  great  man,  the  key  to  that  greatness  is  to  be  found  in 
his  activity  as  a  teacher.  Whether  he  was  in  the  classroom,  in  a  gather- 
ing of  notables,  or  was  writing  books,  articles,  or  songs ;  whether  he  was 
playing  bridge  or  furthering  the  work  of  some  organization — ^Patten 
was  always  the  teacher.  His  conunanding  position  as  a  teacher  was 
due  to  his  rare  ability  to  get  people  to  see  problems.  He  was  essen- 
tially a  discoverer  of  problems. 

The  psychologists  tell  us  that  the  first  step  in  reaching  a  sound  judg^ 
ment  is  to  discover  a  problem.  Then  the  problem  must  be  analyzed; 
solutions  must  be  suggested;  these  solutions  must  be  evaluated  and  a 
decision  reached.  The  most  important  task  of  the  teacher,  I  feel,  is 
to  help  others  to  develop  sound  judgment.  But  in  any  case  it  is  an 
important  task,  and  a  notation  of  the  steps  involved  in  reaching  such 
judgments  is  helpful  in  emphasizing  Dr.  Patten's  major  contribution 
as  a  teacher. 

Professor  Patten  had  an  extraordinary  brilliance  and  breadth  in 
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uncovering  problems.  They  might  be  problems  in  mathematics,  phil- 
osophy, literature,  economics,  logic,  music,  art,  what  not.  The  range 
of  his  influence  was  limited  only  by  the  breadth  of  his  interests,  and 
the  efFectiveness  of  his  teaching  was  traceable  to  the  fact  that  he 
shocked  even  specialists  in  other  fields  into  a  fuller  realization  of  their 
own  problems. 

As  a  teacher  and  thinker  of  original  quality.  Patten  was,  of  course, 
misunderstood.  That  is  one  of  the  penalties  of  original  thinking. 
But  much  of  the  misunderstanding  of  Patten,  the  teacher,  particularly 
by  people  who  wanted  to  misunderstand,  was  due  to  his  uncompromising 
statement  of  problems.  He  was  indifferent  to  charges  of  "radical 
tendencies.''  He  took  quiet  delight  in  shocking  people  into  the  con- 
sciousness of  problems  they  were  more  comfortable  in  not  knowing 
or  repressing.  He  knew  the  value  of  exaggeration  as  a  means  of  secur- 
ing emphasis.  He  did  not  trouble  to  correct  erroneous  or  malicious 
publicity.  He  was  anxious  to  get  people  to  see  problems,  without 
rating  the  risk  of  antagonism  and  misunderstanding,  or  caring  about 
it.  He  showed  his  greatest  affection  for  those  who  were  jarred  enough 
to  keep  at  him  about  the  problems  he  raised.  And  in  the  main,  the 
problems  he  discovered  were  fundamental. 

An  association  with  Patten  was  vastly  more  stimulating  than  read- 
ing his  books.  What  he  had  written  were  problems  in  print,  to  be 
read  any  time.  Meanwhile  he  was  uncovering  new  problems  or  re- 
stating old  ones,  even  those  in  his  books.  He  was  always  jumps 
ahead  of  the  youngsters  because  of  his  ability  to  see  new  problems  and 
forecast  others  to  come.  He  was  the  explorer,  constantly  seeking  a 
new  North  Pole  and  never  heeding  the  report  that  one  had  already  been 
discovered. 

This  day-in  and  day-out  search  for  new  problems  was  often  discon- 
certing. He  had  no  sooner  uncovered  an  apparently  vital  question 
than  he  had  dropped  it  for  another  even  more  engrossing.  I  was  often 
piqued  by  his  willingness  to  drop  today  what  had  seemingly  absorbed 
him  yesterday.  Eventually  I  learned  that  he  did  not  forget  problems. 
He  kept  passing  them  on  to  his  associates — ^his  fellow-workers.  He 
knew  that  they  would  do  the  wrestling.  He  knew  that  the  future  was 
for  them  and  they  would  carry  on. 

Patten  did  not  have  time  to  work  out  solutions  for  all  of  the  problems 
he  raised.  He  often  slurred  the  process  of  analysis.  Indeed,  he  had  a 
habit  of  short-circuiting  from  problem  to  decision.  He  would  not 
define  his  terms  if  he  could  help  it.  He  berated  me  publicly  as  the  "most 
contankerous  graduate  student  he  ever  had"  for  persisting  in  the 
definition  of  his  favorite  terms.  It  was  this  habit  that  earned  for  him 
the  reputation  of  being  slippery  in  debate.  But  what  he  was  after  was 
the  statement  of  a  problem  so  as  to  get  opposites  and  contrasts  before 
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his  audience.  It  was  of  no  consequence  to  him  that  he  was  charged 
with  disregarding  or  even  manufactnring  facts.  And  the  sohition  of 
the  problem  was  his  least  concern.  He  was  always  tolerant — if  one 
could  just  see  the  problem. 

In  tiie  solution  of  problems,  Dr.  Patten  was  likely  to  employ  certain 
stereotypes.  Among  them  were  the  concepts  '^economic  units"  and 
^surplus  and  deficit."  He  often  told  me  that  his  whole  scheme  of 
economic  theory  was  based  on  the  terms  surplus  and  d^cit — ^which  he 
would  never  define  satisfactorily.  Also,  he  clung  tenaciously  to  a 
diffusion  theory  of  distribution,  which,  for  the  thoughtful,  should  have 
been  sufficient  refutation  of  the  charge  of  radicalism. 

And  so  it  seems  to  me  that  the  truest  measure  of  the  man  is  found 
in  his  work  as  teacher.  In  other  fields  he  doubtless  had  defects  to 
which  his  followers  are  justified  in  being  blind.  But  we  are  not  Uind 
to  that  greatest  characteristic  of  a  great  teacher — his  rare  faculty 
for  uncovering,  for  stating,  for  illuminating  problems  of  social  import. 
He  knew,  as  we  know,  that  one  who  cannot  see  problems,  cannot  think. 
Surveying  his  methods,  my  fondest  hope  for  education  in  this  land 
is  that  we  may  be  blessed  with  more  Pattens — ^more  indefatigable,  un- 
compromising ddvers  into  things  as  they  are  that  we  may  learn  what  is, 
and  so  that  ultimately  we  may  compass  what  ought  to  be. 

DR.  PATTEN'S  CONTRIBUTION  TO  ECONOMICS 
By  Francis  Tyson 

Contact  with  Dr.  Patten  brought  the  inspiration  of  a  rare  person- 
ality and  the  challenge  of  a  subtle  mind.  However  unique  his  ideas — 
and  he  was  startlingly  original — ^they  always  compelled  thought  and 
such  respect  as  is  the  due  of  genius.  His  great  gifts,  directed  un- 
falteringly by  an  indomitable  will  through  half  a  century  and  to  the 
exclusion  of  almost  all  other  interests,  were  dedicated  to  economic 
writing.  It  is  difficult  now  to  evaluate  Dr.  Patten's  influence  upon 
economic  thought.  That  must  be  the  work  of  older  economists  who 
lived  through  the  period  of  the  development  of  American  economics 
with  him. 

Dr.  Patten's  first  volume  in  1885  was  a  discriminating  reexamination 
of  the  Premises  of  Political  Economy,  He  called  into  question  in  the 
light  of  American  experience  the  facts  upon  which  the  fundamental 
doctrines  of  economics — rent,  the  wages  fund,  the  laws  of  population 
and  diminishing  returns — ^had  been  formulated  by  Classical  Econ- 
omists. Emphasis  was  given  to  neglected  factors  of  economic  change 
— ^to  the  increase  of  capital,  the  spread  of  invention  and  knowledge,  the 
widening  of  the  field  of  employment,  and  the  possibilities  of  a  general 
high  standard  of  life.     Stress  was  laid  from  the  first  upon  consumption 
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and  upon  the  changes  adapting  it  to  environmental  conditions,  es- 
pecially upon  the  power  of  substitution  for  scarce  foods,  lowering  rent. 
Patten  saw  his  task  as  an  economist  to  study  *Hhe  effects  of  the  con- 
sumption of  wealth  on  its  production  and  distribution."  And  this  is 
essentially  the  subject  matter  of  the  later  volumes  which  may  be  class- 
ed in  the  field  of  economic  theory :  The  Consvmption  of  Wealth  (1889)  ; 
Dynamic  Economics  (1892) ;  The  Theory  of  Prosperity  (1902) ;  and 
the  Reconstruction  of  Economic  Theory  (1912).  Their  reiterated 
emphasis  upon  demand  and  their  modern  spirit  served  to  extend  the 
vogue  in  America  of  the  Austrian  value  theory. 

Dr.  Patten's  consistent  optimism,  which  led  him  always  to  question 
the  pessimism  of  the  Classicists,  was  characteristically  American  and 
breathed  the  pioneer  spirit  of  his  own  new  West,  embodying  in  in- 
tellectual terms  the  vigor  of  a  young  and  fast  developing  country. 
Land  carved  from  the  wilderness  was  new  capital,  and  mobile  tenure 
kept  the  conmiunity  competitive,  preventing  the  growth  of  fixed  classes 
and  invalidating  the  principles  of  a  static  society.  Dr.  Patten's  real 
service  to  economics  from  the  first  was  that  his  remarkable  qualitative 
insights  at  once  stimulated  discussion  and  impelled  other  writers  to 
clarify,  revise,  and  restate  basic  economic  truths.  His  analysis  of 
distribution  is  perhaps  his  most  vital  and  interesting  contribution,  pre- 
sented at  length  in  the  Theory  of  Prosperity.  He  regards  the  shares 
in  distribution  as  price-determined,  and  makes  costs  subordinate  and 
steadily  reduced  by  progress.  He  applies  the  differential  idea  and  the 
concept  of  alternative  choice  to  labor  and  capital,  as  well  as  to  land, 
which,  however,  in  the  absence  of  sweeping  consumption  changes,  he 
makes  the  residual  claimant.  To  adjust  increasing  demand  with  in- 
creasing returns,  he  makes  monopoly  normal  and  constitutes  it  a  fund 
in  flux,  fixed  and  diverted  continuously  by  struggle  and  by  adjustment. 
The  trenchant  criticism  of  the  revolutionary  distribution  programs. 
Socialism  and  Single  Tax,  given  particularly  in  the  chapters  on  the 
Failure  of  Distribution  Programs  in  his  Reconstruction  of  Economic 
Theory,  has  been  too  little  read,  even  by  economists. 

I  have  wondered  why,  in  conservative  circles.  Dr.  Patten  was  often 
considered  "a  radical" — strange — and  unsafe.  Professor  Haney  in  his 
History  of  Economic  Thought  claims  that  Patten  **would  allow  to  the 
government  an  active  policy  in  maintaining  the  social  interest."  This 
seems  to  me  a  quite  mistaken  emphasis.  Haney  harks  back  to  the 
early  Society  for  the  Study  of  National  Economy,  which  preceded 
our  Association,  and  which  Professor  E.  J.  James  and  Dr.  Patten 
launched  upon  their  return  from  Halle  in  the  early  eighties.  Their 
prospectus  did  criticise  ^^laws  and  institutions  which  at  present  favor 
individual  instead  of  collective  action,"  and  proposed  to  stand  for  an 
increase  in  state  functions.     But  this  must  have  been  a  passing  German 
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influence,  for  no  economist  more  profoundly  distrusted  the  premature 
extension  of  the  power  of  the  political  government  and  its  static  rule 
than  did  Dr.  Patten.  His  Economic  Basis  of  Protection  (1890)  may 
seem  a  marked  contradiction,  but  I  think  that  Patten  viewed  it  as  an 
intellectual  stunt — not  so  much  with  relation  to  its  significance  in 
bolstering  up  the  weak  theoretic  case  for  protection,  but  as  ofl*ering 
a  base  from  which  he  could  promulgate  his  dynamic  theorizing  as  to 
progress,  and  America's  opportunity  to  win  a  diverse  self-sufficiency. 
Dr.  Patten  was,  interestingly  enough,  a  traditionalist  in  politics,  and 
intellectually  often  a  conservative.  His  emphasis  was  ever  placed  upon 
factors  making  for  cooperation  and  productive  efficiency,  upon  the 
individual's  motives  for  advancement;  in  other  words,  always  ui>on 
evolutionary  change;  and  he  set  himself  persistently  and — ^in  the  last 
sad  misunderstanding  of  his  public  career,  in  the  war  time — ^with  rare 
personal  courage  and  sacrifice,  against  the  doctrines  of  class  and  race 
struggle,  political  revolution,  and  war.  For  half  a  century  he  indicted 
waste  and  maladjustment  and  insisted  always  upon  compromise,  good 
will,  and  enhancement  of  production  by  new  invention  and  improved 
technique  of  organization. 

Dr.  Patten's  favorite  field  of  speculation  was  the  economic  inter- 
pretation of  history.  His  magntum  opus^  the  Development  of  English 
Thought  (1898),  was  long  the  basis  of  his  famous  general  lecture 
course  at  the  University  of  Pennsylvania  which  drew  so  many  of  his 
students  to  him.  He  sought  to  divide  history  into  epochs,  each  begin- 
ning with  a  significant  economic  change  that  compelled  social  recon- 
struction. The  theory  claims  that  economic  motives  and  needs  con- 
stitute the  dynamic  factors  in  national  life;  that  the  past  should  be 
studied  in  the  light  of  the  present ;  and  it  makes  economic  and  industrial 
societies  normal.  Or,  viewed  another  way,  acquired  characters,  as 
contrasted  with  fixed,  natural  human  traits,  are  economic.  The  prob- 
lem of  economic  philosophy  then  becomes  psychological — the  formula- 
tion of  the  tendencies  and  laws  of  the  readjustment  of  tradition  and 
morals  under  pressure  of  new  economic  stimuli,  a  study  of  human 
motives  and  their  adaptation,  to  permit  a  fuller  release  of  hereditary 
capacity.  Dr.  Patten  saw  the  human  problem  steadily  as  an  economic- 
psychological  complex.  Practically  the  whole  of  his  later  writing — 
Heredity  and  Social  Progress,  The  Theory  of  Social  Forces,  The  New 
Basis  of  Civilization^  The  Social  Basis  of  Religion,  and  a  profusion  of 
magazine  articles — deals  with  social  psychology. 

Regret  has  sometimes  been  expressed  by  economists  that  a  brilliant 
thinker  who  had  contributed  so  significantly  to  economic  theory  should 
have  left  that  field;  but  Dr.  Patten  never  considered  that  he  had 
wandered  from  the  legitimate  field  of  political  economy.  He  asserted 
that  he  was  always  the  economist,  that  his  later  work  followed  of 
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necessity  from  his  broad  concept  of  the  field  and  scope  of  economics 
and  his  supreme  emphasis  upon  consumption  as  the  basis  of  social 
change.  He  was  simply  seeking  a  foundation  in  psychology  to  explain 
the  transformation  of  traditional  traits  under  the  pressure  of  economic 
forces. 

The  psychologist,  or  philosopher  using  social  psychology,  could 
make  an  interesting  comparative  study  of  Patten's  successive  employ- 
ment of  various  psychological  and  philosophical  ideas  in  his  books,  from 
utilitarianism,  through  hedonism  and  idealism  to  the  modern  concepts 
of  behaviourism,  and  psycho-analysis.  And  there  would  be  a  con- 
siderable residuum  of  Patten's  own  ideas,  the  product  of  his  creative, 
tortuous  mind — a  new  physiology  and  biology,  scarcely  comprehen- 
sible. Yet  he  kept  ever  moving  on,  priding  himself  that  his  thought 
never  remained  this  year  where  it  had  been  last  year.  And  for  all  the 
api>earance  of  inconsistency  and  lack  of  system  of  a  philosopher  build- 
ing upon  his  dead  selves,  the  golden  thread  binding  his  diverse  and 
sometimes  diffuse  thought  was  his  continued  emphasis  upon  the  pre- 
eminence of  economic  facts  and  tendencies,  and  upon  their  functional 
relation  to  human  progress. 

"In  practice  every  one  fails,"  he  writes,  **who  tries  to  study  social 
and  moral  problems  before  the  effects  of  economic  pressure  on  natural 
traits  have  been  ascertained" ;  and  he  points  to  the  failure  of  Compte 
and  the  sociologists  "to  erect  historical  proofs  into  valid  generalizations 
of  universal  propositions."  In  the  Reconstruction  of  Economic  Theory 
he  again  distinguishes  between  the  methods  of  the  economist  and  the 
sociologist,  decidedly  to  the  advantage  of  the  former. 

Even  in  Dr.  Patten's  endeavors  in  literature — ^his  unpublished  drama, 
the  Advent  Hymns,  and  the  novel  Mud  Hollow^  published  just  before 
his  death — ^he  was  motivated,  unfortunately  for  the  artistic  value  of 
those  works,  by  his  economic  insistence.  Mud  Hollow,  of  which  happily 
but  half  is  novel,  summarizes  in  stimulating  fashion  Dr.  Patten's  ma- 
ture thought.  He  studies  the  surviving  American  type,  the  "homed" 
people  of  the  western  towns  and  farms,  the  comfortable  class  numerous 
enough  to  form  public  opinion  and  "make  the  stone  on  which  evolution 
rests." 

Simon  Patten,  economist,  speaks  as  clearly  at  seventy,  at  the  end  of 
his  long  career,  as  at  the  beginning;  "An  economic  society  is  ahead. 
This  means  that  productive  power — not  culture — ^will  have  the  first 
place,  and  that  efficiency  will  reign  without  dispute.  We  shall  then 
have  an  economic  democracy  which  must  be  sharply  contrasted  with 
political  democracy.  Instead  of  numerical  decision,  dominance  will  be 
the  result  of  a  mass  judgment  in  which  classes  participate  not  accord- 
ing to  their  number  but  according  to  their  economic  power 

The  grind  of  conformity  must  precede  the  rise  of  democracy."     He 
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sees  democracy,  not  as  a  dead  level  of  equality,  but  as  a  hierarchy  of 
talent  and  income  power,  with  leadership  based  upon  intellect  and  in- 
spiration, and  rising  out  of  American  prosperity.  Woman,  as  always 
with  Dr.  Patten,  who  was  a  consistent  and  thorough-going  feminist,  is 
to  win  a  high  place,  through  the  mental  freedom  which  economic  inde- 
pendence makes  possible. 

But  Dr.  Patten  finds  from  the  war  experience  that  '%uman  nature 
is  yaguer,  more  emotional,  with  fewer  of  the  rock  attributes,  than  was 
thought."  His  only  hope  is  that  in  our  Asian  heredity  there  are  forces 
which  under  the  stimulus  of  the  American  situation  will  break  the 
trammels  of  our  European  culture.  '^Progress  demands  discontent  as 
well  as  surplus,  new  wants  to  battle  with  old  restraints,  a  shift  in 
emotion  in  addition  to  changes  in  corn  plows  and  harvesters.*'  Sur- 
plus must  turn  itself  into  adventure,  upset  tradition,  and  create 
variation. 

Dr.  Patten  liked  to  think  of  himself  as  a  pragmatist  in  thought  and 
action.  He  makes  values  ultimate  and  measures  truth  by  its  effects. 
The  economic  interpretation  of  history,  which  is  concerned  with  con- 
sequences, not  causes,  seemed  to  him  a  unique  instance  of  the  worth  of 
pragmatic  method.  His  tests  of  conduct  and  progress  are  social  and 
economic.  To  use  one  of  the  many  vital  classifications  that  fill  his 
books,  the  economic  tests  are :  prosperity,  cooperation,  and  peace ;  the 
physical :  efficiency,  vigor,  and  longevity ;  the  emotional :  service,  public 
spirit,  and  missionary  zeal.  **Truth,"  Patten  writes,  **is  not  only 
workable,  it  makes  men  work";  and  he  followed  his  precept  if  ever 
man  did,  working  endlessly,  not  only  at  his  writing,  but  in  service  for  his 
students  and  friends,  and  for  the  causes  and  institutions,  like  the 
Wharton  School  and  the  Graduate  School  at  Pennsylvania,  with  which 
he  was  connected. 

'Trofessor  William  James,"  he  declares,  '^is  a  philosopher  moving 
towards  economics.  I  am  an  economist  on  the  road  to  philosophy." 
The  economic  and  social  pragmatism  of  Patten,  capable  of  objective 
quantitative  proof,  is  much  more  significant  than  the  radical  personal 
empiricism  of  James.  If  Patten  had  but  possessed  the  splendid  literary 
gift  of  James,  his  influence  upon  American  thinking  might  well  have 
been  revolutionary.  It  is  regrettable  from  the  scientific  point  of  view 
that  Dr.  Patten  was  seldom  able  to  develop  his  remarkable  creative  in- 
sights in  quantitative  terms,  though  he  encouraged  and  stimulated  sta- 
tistical research,  and  his  deep  hunger  for  truth  lives  potently  in  many 
of  his  students. 

Dr.  Patten's  last  published  words  may  serve  as  his  challenge  and  his 
farewell.     He  writes  at  the  end  of  Mud  Hollow : 

Evolution  is  not  a  dream^  but  a  series  of  transformations^  a  shifting  from 
one  base  to  another.     Each  civilization  is  such  a  shift.     Each  master  mind 
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is  he  who  points  the  way  from  one  base  to  another.  The  real  makers  of 
evolution  are  not  the  dreamers,  but  those  who  create  a  new  order  to  replace 
the  chaos  into  which  their  fellows  have  fallen.  The  growth  of  new  physical 
traits,  the  pressure  of  invention,  and  the  fruit  of  adventure  make  old  institu- 
tions untenable.  Their  replacement  makes  a  step  in  evolution.  Such  steps 
are  associated  with  Moses,  Luther,  Cromwell,  Lincoln,  and  Bismarck.  Each 
leads  his  comrades  through  a  wilderness,  into  a  land  of  promise.     These 

men  make  history However  we  judge  their  mistakes  and  failures,  they 

each  helped  to  establish  a  new  order,  which,  moving  mankind  upward, 
brought  a  new  equilibrium. 

We  have  broken  with  our  past  and  pushed  on  into  a  depression  out  of 
which  there  is  no  beaten  palh.  To  find  an  exit  is  evolution's  next  great 
task.     People  and  situations  have  importance  only  as  measuring  change 

and  pointing  to  this  new  equilibrium.     We  are  in  a  period  of  progress 

When  the  clouds  break  we  shall  be  in  a  new  Paradise  but  not  in  Eden. 
Many,  many  paradises  must  be  sought  and  gained  before  Eden  reopens  her 
gates. 

The  commg  American  generation  may  yet  seek  in  Dr.  Patten  one 
of  its  prophets  and  leaders  to  a  promised  land.  Time  sifts  all  values, 
and  the  future  may  recognize  the  most  stimulating  and  optimistic 
thinker  of  his  day.  But  we  have  not  understood  or  acclaimed  him;  and 
it  remains  to  be  seen  whether  his  vital  thought  can  break  the  bonds  of 
a  literary  style  often  barren,  halting,  and  confused,  and  whether  his 
intellectual  genius  can  triumph  over  the  limitations  of  words.  Yet, 
whatever  the  future  holds.  Dr.  Patten,  in  his  fine  modesty,  would  gladly 
give  the  lead  to  others.  But  he  would  claim  for  economics  the  high 
task  of  human  guidance  and  prophecy. 


PUBLICATIONS  OF  THE  AMER- 
ICAN  ECONOMIC  ASSOCIATION 


1923 


Publications  of  the  American  Economic  Aasodation 

FIRST  SERIES 

Any  vohuns  of  the  First  Series  l»  paper,  f4J00.  A  epeeial  price  wiU  be  made  for 
Hu  Seriee. 

^Nwnbere  starred  are  sold  only  with  the  set;  the  supply  of  those  domblod  sUsrrod 
4§  emhmuted.    For  information  apply  to  the  Secretary. 

Volume  I,  1886 

Price  in  p^per 
1.  Report  of  Organisation  of  tlie  American  Economic  Association.  Pp.  46.  $  JSO 
2-8.    ^'Relation  of  the  Modem  Municipality  to  the  Gas  Supply.    By  E.  J. 

James.    Pp.  66.  .70 

4.  Cooperation  in  a  Western  City.    By  Albert  Shaw.    Pp.  106.  .70 

5.  Cooperation  in  New  England.    By  E.  W.  Bemis.    Pp.  186.  .70 

6.  ^'Relation  of  the  SUte  to  Industrial  Action.    By  H.  C  Adams.    Pp.  85.  .70 

Volume  II,  1887 

1.  Three  Phases  of  Cooperation  hi  the  West    By  Amos  6.  Warner.    Pp.  119.      .75 

2.  Historical  Sketch  of  the  Finances  of  Pennsylvania.    By  T.  K.  Worthhigton. 

Pp.  106.  .75 

8.    The  RaUway  Question.    By  Edmund  J.  James.    Pp.  68.  .75 

4.  Early  History  of  the  English  Woolen  Industry.    By  W.  J.  Ashley.    Pp.  86.  .75 

5.  Mediaeval  Guilds  of  Enriand.    By  E.  R.  A  Seligman.    Pp.  118.  .75 

6.  Relation   of   Modem   Municipalities   to  Quasi-PubUc   Works.    By   H.   0. 

Adams  and  others.    Pp.  87.  .75 

Volume  III,  1888 
1.    SUtistics  in  College,  by  C.  D.  Wright;  Sociology  and  Political  Economy, 

P.  H.  Giddings;  The  Leffal-Tender  Decisions,  by  E.  J.  James.    Pp.  80.      .75 
t.    Capital  and  Its  Eamhigs.    By  John  B.  Clark.    Pp.  69.  .75 

8.    The  Manual  Laboring  Class,  by  F.  A.  Walker,  Mine  Labor  in  the  Hocking 

Valley,  by  E.  W.  Bemis;   Report  of  the  Second  Annual   Meeting. 

Pp.  86.  .75 

4-5.    ^'Statistics  and  Economics.    By  Richmond  Mayo-Smith.    Pp.  127.  1.00 

6.    The  Stability  of  Prices.    By  Simon  N.  Patten.    Pp  .64.  .75 

Volume  IV,  1889 
1.    Contributions  to  the  Wages  Question:  The  Theory  of  Wages,  by  Stuart 

Wood;  Possibility  of  a  Scientific  Law  of  Wages,  by  J.  B.  Clark.    Pp. 

69.  .75 

t.    Socialism  in  England.    By  Sidney  Webb.    Pp.  78.  .75 

&    Road  Legislation  for  the  American  State.    By  J.  W.  Jenks.    Pp.  88.  .75 

4.  Third  Annual  Meeting:  Report  of  the  Proceedings.    Pp.  128.  .75 

5.  Malthus  and  Ricardo,  by  S.  N.  Patten;  The  Study  of  Statistics,  by  D.  R. 

Dewey;  Analysis  in  Political  Economy,  by  W.  W.  Folwell.    Pp.  69.  .75 

6.  An  Honest  Dollar.    By  E.  Benjamin  Andrews.    Pp.  50.  JSO 

Volume  V,  1890 

1.  The  Industrial  Transition  in  Japan.    By  Yeijiro  Ono.    Pp.  122.  UDO 

2.  Two  Essays  on  Child-Labor.  By  W.  F.  Willoughby  and  Qare  de  Graffenried. 

Pp.  160.  .75 

8-4.    Papers  on  the  Canal  Question.    By  E.  J.  James  and  L.  M.  Haupt  Pp.  85.  IJOO 

6.    History  of  the  New  York  Property  Tax.    By  J.  a  Schwab.    Pp.  108.  IJOO 

6.    The  Educational  Value  of  Political  Economy.    By  S.  N.  Patten.    Pp.  86.  .75 

Volume  VI,  1891 

1-2.    Fourth  Annual  Meeting:  Reports,  Papers,  Discussions.  1.00 

8.    Government  Forestry.    Papers  by  Pinchot,  Bowers,  and  Femow.  Pp.  102.  .76 

4-6.    Municipal  Ownership  of  Gas  in  the  U.  S.    By  E.  W.  Bemis.    Pp.  185.  IM 

6.    State  Railroad  Commissions.    By  F.  C.  Clark.    Pp.  110.  .75 

Volume  VII,  1892 
1.    'The  Silver  Situation  in  the  United  States.    By  F.  W.  Taussig.    Pp.  118.  .75 

2-8.    ''Shifting  and  Incidence  of  Taxation.    By  E.  R.  A  Seligman.    Pp.  424 

(Revised).  2.00 

4-5.    Sinking  Funds.    By  Edward  A.  Ross.    Pp.  106.  IJOO 

6.    The  Reciprocity  Treaty  with  Canada  of  1854.    By  F.  E.  Haynes.    Pp.  70.        .76 


Publications  of  the  American  Economic  Association 

Volume  VIII,  1898 

1.     Fifth  Annual  Meetingi  Report  of  the  Proceedhigs.    I^.  180.  .75 

2-8.     Houshig  of  the  Poor  hi  American  Cities.    By  M.  T.  Reynolds.    Pp.  182.  1.00 

4-0.     Public  Assistance  of  the  Poor  hi  Prance.    By  E.  G.  Balch.    Pp.  180.  1.00 

O.     First  Stages  of  the  Tariff  Policy  of  the  U.  S.    By  William  HiU.    Pp.  162.  1.00 

Volume  IX,  1894 
Sixth  Annual  Meeting:  Hand-Book  and  Report.    Pp.  78.  M 

1-2.     Progressive  Taxation  in  Theory  and  Practice.    By  Edwin  R.  A.  Seligman. 

fp.  222.     (8€4  1908,  No,  4.)  1.00 

8.     Tlie  Theory  of  Transportation.    By  C.  H.  Cooley.    Pp.  148.  .75 

4.     Sir  William  Petty.    By  Wilson  Lloyd  Bevan.    Pp.  102.  .75 

6-0.     Papers  on  Labor  Problems.    By  J.  B.  Clark,  C.  D.  Wright,  D.  R.  Dewey, 

A.  T.  Hadley,  and  J.  G.  Brooks.    Pp.  94.  .75 

Volume  X,  1895 
Seventh  Annual  Meeting:  Hand-Book  and  Report.    Pp.  188.  M 

1-8.    The    Canadian    Bankhig   System^    1817-1890.    By    R.    M.    Breckeoridge. 

Pp.  478.  IM 

4.     Poor  I^ws  of  Massachusetts  and  New  York.    By  John  Cummings.    Pp.  186.      .75 
5^.    Letters  of  Ricardo  to  McCulloch,  1816-1828.    Edited  by  J.  H.  Hollander. 

Pp.  204.     (In  Cloth,  fl.75)  IM 

Volume  XI,  1896 
1-8.    Race  Traits  and  Teodendes  of  the  American  Neg^.    By  F.  L.  Hoffman. 

I^.  880.  IM 

4.     Appreciation  and  Interest    By  Irving  Fisher.    Pp.  110.  .75 

•Goieral  Index  to  Volumes  I-XI  (1886-1896).  .25 


ECONOMIC  STUDIES 
Pries  of  ths  Beonomie  Btudies  f£JO  per  voU»m§  im  paper. 

Volume  I,  1896 
Eighth  Annual  Meeting:  Hand-Book  and  Report    Pp.  178.  M 

1.  The  Theory  of  Economic  Progress,  by  J.  B.  Clark;  The  Relation  of  Changes 

in  the  Volume  of  the  Currency  to  Prosperity.    By  F.  A.  Walker. 
Pp.46.  M 

2.  The  Adjustment  of  Wages  to  Efficiency.    Three  Papers:  Gain  Sharing  by 

H.  R.  Towne;  The  Premium  Plan,  by  F.  A.  Halsey;  A  Piece-Rate 
System,  by  F.  W.  Taylor.    Pp.  88.  M 

8.    The  Populist  Movement    By  Frank  L.  McVey.    Pp.  81.  M 

4.    The  Pr«ient  Monetary  Situation.    By  W.  Lexis.    Translated  by  John  Cum- 
mings.   Pp.  72.  M 
5-6.    The  Street  RaUway  Problem  hi  Cleveland.    By  W.  R.  Hopkhis.    Pp.  94.       .75 

Volume  II,  1897 

Nhith  Annual  Meeting:  Hand-Book  and  Report    Pp.  162.  M 

1.  Economics  and  Jurisprudence.    By  Henry  C.  Adams.    Pp.  48.  M 

2.  The  Saloon  Question  in  Chicago.  By  John  E.  George.  Pp.  62.  .50 
8.    The  General  Property  Tax  in  California.    By  C.  C.Plehn.    Pp.  88.  M 

4.  Area  and  Population  of  the  United  States  at  the  Eleventh  Census.    By  W.  F. 

Willcox.    Pp.  60.  M 

5.  A  Discussion  Concerning  the  Currencies  of  the  British  Plantations  in  Am- 

erica, etc.    By  William  Douglass.    Edited  bv  C.  J.  Bullock.    Pp.  228.      .50 

6.  Density   and   Distribution   of   Population    in    the    United    States    at   the 

Eleventh  Census.    By  W.  F.  Willcox.    Pp.  79.  M 

Volume  III,  1898 

Tenth  Annual  Meeting:  Hand-Book  and  Report.    Pp.  186.  M 

1.  Government  by  Injunction.    By  William  H.  Dunbar.    Pp.  44.  M 

2.  Economic  Aspects  of  Railroad  Receiverships.  By  H.  H.  Swain.  Pp.  118.  JM) 
8.  The  Ohio  Tax  Inquisitor  Law.  By  T.  N.  Carver.  Pp.  50.  J50 
4.  The  American  Federation  of  Labor.  By  Morton  A.  Aldrich.  Pp.  54.  M 
6.  Housing  of  the  Working  People  in  Yonkers.  By  E.  L.  Bogart  Pp.  82.  .50 
6,   The  State   Purchase  of  Railways   in   Switzerland.    By   Horace   Michelle; 

translated  by  John  Cummings.    Pp.  72.  .50 


Publications  of  the  American  Economic  AsBodation 

Volame  IV,  1899 

Eleventh  Annual  Meeting:  Hand-Book  and  Report.    Pp.  126.  JBO 

1.  I.  Economics  and  Politics.    By  A.  T.  Hadley.    II.  Report  on  Carren^ 

Reform.    III.  Report  on  the  Twelfth  Census.    Pp.  70.  JM 

2.  Personal  Comipetition.  By  Charles  H.  Cooley.  Pp.  104.  JM 
8.  Economics  as  a  School  Study.  By  P.  R.  Clow.  Pp.  72.  JBO 
4-0.  The  English  Income  Tax.  By  J.  A.  Hill.  Pp.  162.  1.00 
6.    (and  last).    Effects  of  Recent  Changes  in  Montary  Standards  upon  the 

Distribution  of  Wealth.    By  P.  S.  Kinder.    Pp.  91.  JBO 


NEW  SERIES 


1.  The  Cotton  Industry.    By  M.  B.  Hammond.    Pp.  882.     (In  eloth  ftjOO)         IJBO 

2.  Scope  and  Method  of  the  Twelfth  Census.    Critical  discussion  by  over 

twenty  statistical  experts.    Pp.  625.     (In  cloth  ftM)  2jOO 


THIRD  SERIES 


KoTB.^Z>«Wn^  1896-1899  th4  Atioeiation  Usued  iti  fmbUcation  in  two  serUi,  vfe.: 
th0  bimonthly  Economic  Stndici,  and  the  "New  Seriee^'  of  larger  monographt 
printed  at  irregular  intervale.  In  1900  it  reverted  to  the  policy  of  inning  U$ 
monographs,  now  called  the  "Third  Seriee"  of  the  publieatione  at  quarterly  interoaU, 

Price  per  volume  f4.00.    A  epeeial  rate  wUl  he  made  to  Ubrariee  on  appUeaiion. 

Volume  I»  1900 

1.  Twelfth    Annual    Meeting:    Papers    on    Economic    Theory    and    Political 

Morality;  Trusts;  Railroad  Problems;  Public  Finance;  Consumers' 
League;  Twelfth  Census.    Pp.  186.  1.00 

2.  The  End  of  Villahiage  hi  England.  By  T.  W.  Page.  Pp.  99.  LOG 
8.  Essays  in  Colonial  Pmance.  By  members  of  the  Association.  Pp.  803.  l^BO 
4.    Currency  and  Banking  in  the  Province  of  Massachusetts  Bay.    Br  A.  McF. 

Davis.  Part  I:  Currency.  Pp.  464  +  10  photogravure  plates.  (/• 
cloth  fg,00.)  1.76 

Volume  II,  1901 

1.  ^Thirteenth  Annual  Meeting:  Papers  on  Competition;  Conmierdal  Educa- 
tion; Economic  Theory;  Taxation  of  Quasi-public  Corporations;  Muni- 
cipal Accounts.    Pp.  800.  1.3B 

%    Currency  and  Banking.    By  A.  McP.  Davis.    Part  II:  Banking.    Pp.  841 

-i-  18  photogravure  plates.     (In  cloth  ftJOO)  1.76 

8.    Theory  of  Value  before  Adam  Smith.    By  Hannah  R.  Sewall.    Pp.  182.  1.00 

4.    Administration  of  City  Finances  in  the  U.  S.    By  F.  R.  Qow.    F^  144.  IM 

Volume  III,  1902 

1.  Fourteenth  Annual  Meeting:    Papers  on  International  Trade;  Industrial 

Policy;  Public  Finance;  Protective  Tariff;  Negro  Problem;  ArbitratioD 
of  Labor  Disputes  in  Coal  Mining  Industry;  Porto  Rican  Finance; 
Economic  History.    Pp.  400.  IJSO 

2.  **The  Negro  in  Africa  and  America.  By  Joseph  A.  Tillinghast  Pp.  240.  1J5 
8.  Taxation  in  New  Hampshire.  By  M.  H.  Robinson.  Pp.  282.  1J5 
4.    Rent  in  Modern  Economic  Theory.    By  Alvin  S.  Johnson.    Pp.  186.  .76 

Volume  IV,  1908 

1.  Fifteenth  Annual  Meeting:    Papers   and  Discussions   on  Economics   and 

Social  Progress.  TmSe  Unions  and  the  Chpen  Shop;  Railway  Regu- 
lation; Theory  of  Wages;  Theory  of  Rent;  Oriental  Currency  I^roblem. 
Pp.  298.  1.25 

2.  Ethnic  Factors  hi  the  Population  of  Boston.  By  F.  A.  Bushee.  Pp.  171.  1.00 
8.    History  of  Contract  Labor  in  the  HawaUan  Islands.    By  Katherine  Coman. 

Pp.  74.  .75 

4.    *The  Income  Tax  in  the  Commonwealth  of  the  United  States.    By  Delos 

O.  Kinsman.    Pp.  184.  1.00 


Publications  of  the  American  Economic  Association 

Volume  V,  1904 
Sixteenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two  parts. 

1.  Part  I — Papers  and  Discussions  on  Southern  A^cultural  and  Industrial 

Problems;  Social  Aspects  of  Economic  Law;  Relations  Between  Rent 
and  Interest.    Pp.  240.  I.OO 

Southern  Economic  Problems.    Reprinted  from  part  I.  M 

Relations  Between  Rent  and  Interest.    By  Pruik  A.  Fetter  and  others. 

Reprinted  from  part  I.  J50 

2.  Part  II — Papers  and  Discussions  on  The  Management  of  the  Surplus  Re- 

serre;  Theory  of  Loan  Credit  in  Relation  to  Corporation  Economics; 

State  Taxation   of  Interstate   Commerce;   Trusts;   Theory   of   Social 

Causation.  1.00 

Theory  of  Social  Causation.    By  Prank  H.  Giddings  and  others.    Reprinted 

from  part  II.  .SO 

8.    Monopolistic   Combinations   in    the   German    Coal    Industry.    By    Francis 

Walker.    Pp.  840.  1.25 

4.    The  Influence  of  Farm  Machinery  on  Production  and  Labor.    By  Hadley 

Winfield  Quaintance.    Pp.  110.  .75 

Volun»e  VI,  1905 
Seventeenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two 
parts. 

1.  Part  I — Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theory  of 

Prices;  Theory  of  Money;  Open  Shop  or  Closed  Shop.    Pp.  226.  1.00 

2.  Part  II. — Papers  and  Discussions  on  Government  Interference  with  In- 

dustrial Combinations ;  Regulation  of  Railway  Rates ;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Indosure  Movement; 
Economic  History  of  the  United  States.    Pp.  270.  1.00 

8.  **The  History  and  Theory  of  Shipping  Sudsidies.  By  R.  Meeker.  Pp.  280.  1.00 
4.    Factory  Legislation  in  the  State  of  New  York.    By  F.  R.  Fairchild.  I^.  218.  1.00 

Volume  VII,  1906 

1.  Eighteenth  Annual   Meeting:    Papers   and  Discussions   on   The   Love   of 

Wealth  and  the  Public  Service;  Theory  of  Distribution;  Government 
Regulation  of  Railway  Rates;  Municipal  Ownership;  Labor  Disputes; 
The  Economic  Future  of  the  Negro.    Pp.  825.  1.00 

2.  RaUroad  Rate  Control.  By  H.  S.  Smalley.  Pp.  147.  1.00 
8.    On  Collective  Phenomena  and  the  Scientific  Value  of  Statistical   Data. 

By  E.  G.  F.  GryzanovskL    Pp.  48.  .75 

Hand-Book  of  the  Association,  1906.    Pp.  48.  .25 

4.    The  Taxation  of  the  Gross  Receipts  of  Railways  in  Wisconsin.    By  G.  E. 

Snider.    Pp.  188.  1.00 

Volume  VIII,  1907 

1.  Nineteenth  Annual  Meeting:    Papers  and  Discussions  on  Modem  Stand- 

ards of  Business  Honor;  Waces  as  Determined  by  Arbitration;  Com- 
mercial Education;  Money  and  Banking;  Western  Civilizatioo  and  Birth 
Rate;  Economic  History;  Government  Regulation  of  Insurance ;  Trusts 
and  Tariff ;  Child  Labor.    Pp.268.  1.00 

2.  Historical  Sketch  of  the  Finances  and  Fnancial  Policy  of  Massachusetts 

from  1780  to  1905.    By  C.  J.  Bullock.    Pp.  144.  1.00 

Hand-Book  of  the  Association,  1907.    Pp.  50.  .25 

8.    The  Labor  Legislation  of  Connecticut.    By  Alba  M.  Edwards.  Pp.  822.      1.00 

4.    The  Growth  of  Large  Fortunes.    By  G.  P.  Watidns.    Pp.  170.  1.00 

Volume  IX,  1908 
Hand-Book  of  the  Association,  1908.    Pp.  49.  .25 

1.  Twentietii   Annual   Meeting:    Papers    and   Discussions    on    Principles    of 

Government  Control  of  Business;  Are  Savings  Income;  Agricultural 
Economics;  Money  and  Banking;  Agreements  in  Political  Economy; 
Labor  Legislation;  Relation  of  the  Federal  Treasury  to  the  Money 
Market;  Public  Service  Commissions.    Pp.  811.  1.25 

2.  Chicago  Traction.  By  R.  E.  Heilman.  Pp.  131.  1.00 
8.  Factory  Legislation  of  Rhode  Island.  By  J.  K.  Towles.  Pp.  119.  1.00 
4.    Progressive  Taxation  in  Theory  and  Practice.    Revised  Edition.  By  E.  R.  A. 

Seligman.    Pp.  884.     (/»  eloth  fl.76.)  1.25 


PublicatioDS  ot  the  American  Economic  Associatkm 


Volunie  X»  1909 

1.^   Twcntjr-flrat  Annual  Meeting:    Papers  and  Discussions  on  The  Making  of 
Economic  Literature;  CMlective  Barsaininff;  Round  Table  on  Account- 
ing; Labor  Legislation;   Employers^  Liability;   Canadian   Industrial- 
Disputes  Act;  Modem  Industry  and  Family  IJfe;  Agricultural  Econo- 
mics; Transportation;  Revision  of  the  Tariff;  A  Central  Bank;  The 
National  Monetary  Conmiission;  Capitalisation  of  Public  Service  Cor- 
porations in  Massadrasetts.    Pp.  482.  IJSO 
%    Hand-Book  of  the  Association,  1909.    Pp.  59.  .26 
8.    The  Printers.    By  George  E.  Bamett    Pp.  879.     (In  eloth  $tJ(H).)                  1JK> 
4.    Life  Insurance  Reform  in  New  York.    By  W.  H.  Price.    Pp.  95.                       .76 

Volume  XI,  1910 

1.  Twenty-second  Annual  Meeting:  Papers  and  Discussions  on  History  of  the 
Ajsodation;  Observation  in  Economics;  Economic  Dynamics;  Tlieoiy 
of  Wages;  Country  life;  Valuation  of  Public  Service  Corporations; 
Trusts;  Taxation.    Pp.  886.  IJSQ 

a.    Hand-Book  of  the  Association,  1910.    Pp.  79.  .26 

8.    The  Child  Labor  Policy  of  New  Jersey.    By  A.  S.  Field.    Pp.  229.  1.26 

4.    The  American  Silk  Industry  and  The  Tariff.    By  F.  R.  Mason.    Pp.  178.       1XK> 


THE  ECONOMIC  BULLETIN 


Published  quarterly  in  1906,  1909,  and  1910,  and  oontainins  personal  notes,  ..ww.  , 

of  the  economic  world,  announcements  of  special  lines  of  investigation,  and  a 
dassiiled  and  annotated  bibliography  of  the  current  books  and  articles  on  economic 
subjects.  ' 

Volume      I,  1906.    Four  numbers.  $2.00;  each    .60 

Volume    II,  1909.    Four  numbers.  $2.00;  each    .60 

Volume  III,  1910.    Four  numbers.  $2.00;  each    JSO 


FOURTH  SERIES 

B%b$cripti(m9  by  non^^fMmbsn,  UbrarUs,  He.,  $6J00  a  ysor. 

Volume  I,  1911 

The  American  Economic  Review,  **  March,  June^  September,  and  December; 

each,  \M 

Twenty-third  Annual  Meeting:  Papers  and  Discussions  on  The  Significance  of  a 
Comprehensive  System  of  Education;  Money  and  Prices;  The  Ricardo 
Centenary;  Accounting;  Canals  and  Railways;  Population  and  Immi- 
gration; Labor  Legislation;  Taxation;  A  Definition  of  Socialism;  Com- 
petition in  the  Fur  trade.    Pp.  888.  \M 

Handbook  of  the  Association,  1911,  Pp.  69.     (Out  of  Print) 

Volume  II,  1912 

The  American  Economic  Review,  March,  June^  September,   and  December; 

each,  LOG 
Supplement — ^Twenty-fourth  Annual  Meeting: 

Papers  and  Proceedings.    The  Economic  Utilisation  of  History;  Tariff 


Legislation;  The  Federal  Budget;  Rural  Conditions;  Selection  of  Popu- 
lation by  Migration;  The  Price  Concept;  An  International  Commission 
on  the  Cost  of  Living;  Industrial  Efficiency.  1.21 


Volume  III,  1918 

The  American  Economic  Review,  March,  June,  September,  and   December; 

each,    1.2i 
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In  order  that  others  may  use  this  book, 
please  return  it  as  soon  as  possible,  but 
not  later  than  the  date  due. 


